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P R E F A C E  

The International Programs Divlsion of NRECA recopzed the 
umqueness of the S e ~ c i o  Nacional de Electnadad (SNE) in the 
Central Amencan region With the growng Interest for the pnvate 
capital partmpahon m the electnc power sector in most of the regon's 
countries, there is a new awareness of the need for a credible 
regulatory system to provlde confidence to potential investors whlle 
safeguardmg the interests of the energy-consurmng public The 
existence of SNE as an established and capable institution for this 
purpose gves Costa Rica a basis for proceeding successfully wth new 
licensing, contractmg, and investment programs for power expansion 

Worlung under a cooperative agreement wth USAID's Regional Office 
for Central America and Panama (ROCAP), NRECA is assisting Costa 
k c a  to strengthen this regulatory infrastructure in order to take full 
advantage of the new wave of private investment potential The Costa 
Rican Government and SNE's management are m the process of re- 
evaluating the techmcal, orgamzational, and fiscal foundations of SNE 
to serve this role Regulatory reform legslation is pending in the 
national legislature and should be acted upon soon This general 
exarmnation of SNE as a regulatory mstitution was requested by SNE 
and the Government in order to provlde a fresh perspective on the 
specific directions to take in this process 

NRECA is also undertalung this assistance m the belief that Costa 
Rica -- and SNE -- can serve as a model for other countries that are 
preparing to take this same path 

NRECA hopes this report contributes constructively to the regulatory 
strengthemng process m Costa Rica However, the authors do not 
presume to supply the necessary political and adrmmstration judgement 
of the speclfic case of Costa Rica to detemne whether all of their 
recommendations are feasible, and if feasible, in what specific format 
and time-frame they may be implemented These judgements are 
properly left to SNEs adrmmstration and the political decision-makers 
of the country to determme The recommendations contained in the 
report should be regarded and used, rather, as guidelines for action 
that could enable SNE to better fulfill its statutory mandate 

Paul Clark 
Assistant A h s t r a t o r  
International Programs Divlsion 
NRECA, Washmgton,D C 
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SECTION 1.0 EXECUTIVE SUMMARY 

A. OVERVIEW 

Background 

This report promdes an assessment of the effectiveness of the 
regulatory performance of the S e ~ c i o  Nacional de Electnaty (SNE) 
by the National Rural Electm Cooperative Association (NRECA) 
International, Ltd , an internationally known utility consultant, of 
Washington, D C This evaluation was funded by USAID/ROCAP 
through their contract wth NRECA. SNE was established on July 31, 
1928 by Law Number 77, to regulate power utilities in Costa Rica 
Later, in 1941, the responsibhties of SNE were expanded by Laws 
Number 258 and 256, placmg under its jurisdiction everything related 
to the utilization and regulation of water resources and electricity 
Today, through even more laws, SNE has extensive, but inconsistent, 
responsibilities in electricity, water, Irrigation, transportation, 
envlronrnental issues, fuels, and telecommumcations The growng 
areas of responsibility, and lack of adequate means to raise revenues 
to cover the cost of its mandated services, have culrmnated to the point 
where it is unammously agreed that SNE requires a major overhaul 
A major overhaul wrll require legrslative action to completely correct 
the situation The audit team has, however, approached its task wth 
the attitude that there are many things that can be accomplished wthin 
SNE, wth or wthout legislative action, that wll lrnprove the efficiency 
of its operations Therefore, a dual track has been pursued by the 
audit team in its investigations, and wll be emdent in its final 
recommendations 

This report provldes evaluations and recommendations to enhance the 
regulatory effectiveness of SNE 

Methods of 
Evaluat~on 



As per the Terms of Reference provlded by the NRECA to audit the 
Sermclo Nacional de Electricidad (SNE), a team of consultants armed 
in San Jose to commence work on Saturday, June 15, 1991 The team 
consisted of Shibu Dhar, a consultant wth expenence at both the 
Cahfoma Energy Comrmssion and Detroit Edison, Jlrn Momss, 
General Manager of the Association of Texas Electnc Cooperatives, 
and Robert Chronowsla, the Audit Coordinator All three have had 
prevlous expenence in Costa Rca, and are famhar wth the relevant 
orgamzations and regulatory issues m Costa Rxa The team 
conducted mvestigative intermews both inside and out of SNE between 
June 17 and July 2 to obtain the necessary data 

The list of meetings and interviews to be conducted by the audit team 
was coordinated wth Lic Leone1 Fonseca, the General Manager and 
Chairman of SNE, and his semor managers The internal meetings 
covered both professional and non-professional staff plus 
representatwes of the employee umon and staff association The 
external meetings included representatives of all of the regulated 
institutions and other relevant parties such as the Minster of Energy 
(portfolio includes energy, mnes, enwonment, and natural resources), 
the Chief of the Energy Directorate (DSE) of the Mimstry, the Office 
of the Controller General, a Congressional representative, and 
representatives of the relatively newly formed Private Power Producer's 
Association A debriefing session was held ulth Ing Heriberto 
Rodriguez prior to the audit team's departure from San Jose 

The internews were broken down into those that all three consultants 
would conduct together, wrth the rest diwded up between the three to 
conduct indiwdually The team also met wth the five directors of SNE 
so that all aspects of SNE were investigated 

Additionally, the audit team obtained a copy of a new bill that is 
currently in Congressional c o m t t e e  that proposes a major overhaul 
of SNE and its functions The team also rewewed all available formal 
comments on the pending legslation to better understand the current 
thinlung concerning SNE The team was also aware of the history of 
failed legslative attempts to reform the SNE that date back to the 
1960s 

After completion of the data gathenng, and the revlew of the pending 
bill, NRECA staff analyzed and evaluated SNE's operations to develop 
a profile of the orgamzation The prehmary issues, conclusions, and 
recommendations were venfied in the field wth the management and 
staff of SNE As a result of the remew process, the issues and 
recommendations in the report are based on facts which are accurate 
to the best knowledge of NRECA audit team All findings, issues, and 



recommendations presented m the report are NRECA's and should 
not be construed as those of SNE management or staff 

Organization of 
the Report 

The report contams SIX secoons, followng th~s  Executwe Summary, as 
follows 

Section 2. INTRODUCTION - prowdes a bnef description of the 
background of the study, scope of the report, approach and methods, 
and the Terms of Reference 

Section 3 EVALUATION OF PRESENT ORGANIZATIONAL 
STRUCTURE - offers a detailed rewew of the present regulatory 
duties and functions of SNE In terms of consistency, methodologwal 
appropnateness and comprehensiveness 

Section 4- PRELIMINARY RE-ORGANIZATIONAL STRUCTURE 
OF SNE - prowdes an outlme of a new orgamzational structure to 
stream-hne the present regulatory process, and to incorporate 
add~t~onal areas of respons~billty and improve staff capabilities to meet 
the requirements of pendmg and present legzslation to strengthen 
SNE's regulatory responsibilities 

Section 5 TRAINING AND PROFESSIONAL DEVELOPMENT 
NEEDS - prowdes a list of basic traimng programs needed by SNE to 
upgrade its staffs' analytical and regulatory processmg capabilities 

Section 6: KEY ISSUES AND RECOMMENDATIONS - summarizes 
the aud~t results by ~dentlfylng over 34 key Issues and prowding 42 
recommendations for implementat~on to mprove the regulatory 
effect~veness of SNE 

In Annex A, Annex B, Annex C, and Annex D, the follomng forms 
and an enghsh translation of the pending legdative bill are included 
Annex A - NRECA's Audit Survey Form, Annex B - A copy of the 
TOR, Annex C - engl~sh translation of the draft legislative b~l l  to re- 
organize SNE, and Annex D - Sample Common Data Format for 
reportmg electric util~ty's histoncal and plamng data 



B ISSUE SUMMARIES 

Renew of Regulatory 
Funct~ons 

The overall objectwe of the SNE aud~t mcluded the detemnati 
which improvements, if any, could be achieved in the techmcal 
performance and operatlorn of SNE and, specifically, wh~ch, If any, 
measures should be inshtuted The prunary goal was to explore all 
economcal opportumtles to Improve the effectiveness of ~ t s  regulatory 
funct~orn 

In evaluat~ng the SNE orgamzation, the followng key questlons were 
posed 

Is the SNE's organxzatzonal structure logzcal and rs zt conductrve 
to meetrng legzslatzvely mandated goals? Are the mmons and 
functzons clearly defined and understood? 

Are zntefaces logzcal and well-defined? Are there overlappzng or 
duplzcative responsrbzhtles between departments? 

Are staff levels, both m numbers and expertue, appropnate and do 
they support the achzevement of regulatory goals? 

What are the major operatzng zmprovements zn terms of staff 
trainzng and equpment? Can they be quanhjied? 

Are there major zncreases zn the scope of wtzng funchons zn the 
proposed re-organxzatzonal legzslatzon7 Are there adequately 
trazned professzonals to zmplement these addzhonal regulatoiy 
functrons7 

The best mterests of consumers, government, and employees of SNE 
wdl be served only ~f the proposed orgamzation sat~sfies the above 
cntena There were four major polnts of consensus wh~ch emerged 
from the NRECA's audit of SNE 

a) There are srgnzJicant opportunztzes for rmprovrng regulatoy 
functrons, eflcrency, productwziy, and job satrsfactron zn the 
management and organwtron of the regulatory work at SNE, 

b) The present regulatory decuzon-rnakng process rs not proactwe 
and transparent to the publzc, 



c) The regulatory process rs not truly a planned process although zts 
actzvzties may occur on a cyclzcal basts, 

d)  The current job designs, training, and avazlability of took; and 
equrpment constrain eflorts at improvement 

The SNE Employees Unlon and professional staff have Independently 
prepared a report and r e c o p e d  that there are sigmficant 
opportumties for lmprovmg effiaency, productivity, and job satisfaction 
mth regard to the management, operation, and orgamzation of SNE 
NRECA's audit team concurs mth most of their recommendations and 
observations The interest shown in the orgamzation by its employees 
is exemplary 

Opportunities For 
Improvements 

There are several approaches by which the regulatory effectiveness of 
SNE can be improved These mechamsms can be placed into four 
classes which are believed to encompass the range of alternatives The 
four classes are 

Dzrect Regulation 
Incenhve or Market-based Approaches 

rn Informational Approaches 
Mixed Approaches 

Each hnd of regulatory approach has many vanants Our 
identification of key issues and potentials for improvement of SNE's 
regulatory functions are based on a combination of these approaches 

In order to re-orgamze SNE, it is recommended that the SNE establish 
a Task Force to estimate the cost impacts of all regulatory functions 
in terms of their effectiveness, efficiency, equity, and pohtical 
feasibility F~gure 1 1 attempts to summarize the outcome of vanous 
approaches of utility regulations whlch the recommended Task Force 
mght utillze in the process of d e h n g  the functional duties of SNE 

Key Issues 

The identification of key issues is based on conclusions by NRECA 
drawn from discussions wth SNE personnel associated wth regulatory 



FIGURE 1.1 
Vanous Approaches For Utii~ty Regolatlons 

L I 

I I 

I Costs I I 
l A  I I I 

I 

Unrform 

I 
Stanaaras 

I I lnc~denct and I 
Burden of Costs 

I I 

2 Accetatance I 
I I of Rtsk 

Pol~t~cal 
Feas~billty 

Willrngness to 
Pro-actrve and ! 

] Transoarent 1 



activities, personal intermews wth each supermsor/manager, studies 
obtained from SNE sources, discussions wth all regulated entities, and 
an analysis of the pending legslation which descnbes m detail SNE's 
regulatory functions Since all issues appear to have considerable 
value m the lrnprovement of the operational effectiveness of SNE, the 
audt team suggests that the SNE and the national legrslature address 
these issues m the SNE's re-orgamzation Bnefly, the weaknesses of 
SNE can be classified m the followng areas 

rn Procedural Issues 
8 Regulato y F'unctzons and Duhes 
a Organuatzonal Strucr~re 

Data Reporfing and Analyfrcal Studzes 
Lack of Trarnzng Program and Equzpment 
External Relatrons (Publrc and Legzslature) 
Budgetary Constraznts 

Tables 1.1 through 1.3 summame the team's identification and 
evaluation of each of the 18 issues in the areas of procedural functions, 
electnclty regulatory funchons and duties, and orgamzational structure 
of the SNE An additional 17 issues for the vanous other regulatory 
funchons and staff tranmg needs are summarized in Table 1.4 Those 
issues scored %~gh pnonty"or "medmm priority" constitute the largest 
subset of issues that the legslature must address when deciding upon 
the new regulatory procedures and structure of SNE Tables 1.1 
through 1 3  enumerate only two low pnonty issues which must 
eventually be addressed, but which may be postponed until a later 
date 

In Section 6.0, background discussions and recommendations for the 
resolution of individual issues by the SNE and/or legslature are 
included 

C STRATEGIC 
RECOMMENDATIONS 

The principal objective of the aud~t was to identify opportu~utles to 
mprove the effiaency and effectiveness of the regulatory sermces 
provlded by the SNE Our revlew resulted m 42 recommendations that 
would, rf fully mplemented, result in substantial regulatory 
improvements and benefit both the consumers and regulated entities 
A summary of these recommendations is provlded in Table 1.5 



Due to the difficulty 1n estimating some of the costs and benefits of the 
recommendations, and to avoid lmplymg a level of precision that may 
not be justified for those recommendations that were susceptible to 
quantification, we categorized the recommendations based on an 
assessment of the improvements attamable in three key areas 

Consumer Protectzon 
Decuzon-Makmg Process 
Improvement of AnaEytrcal Capabzlzty 

The recommendations are rated at one of three possible impact levels 
hgh, medium, or low These ratlngs are estimates of the pnonty each 
recommendation should receive so that resources may be allocated 
more effectively The ratings have the followng defrmtions 

Hlgh - Recommendations whose implementation are a 
prerequisite to meamngful orgamzational change (for 
example, setting regulatory semce level targets and 
functlons), or which wll provlde positive public exposure 
for the SNE 

Medlum - Recommendations involwng regulatory activltles the 
SNE should consider after the reorgamzation of SNE 
and defimtion of all regulatory functlons 

Low - Recommendations lnvolwng issues wth the least 
sipficant regulatory semce impacts on utilities, and 
decisions which must eventually be made, but which can 
be postponed beyond the time frame of a two to three- 
year plamng penod 

These classlfications are provlded for pnontization purposes only, and 
NRECA's audit team recopzes that in-depth feasibility studies may 
result 1n different classlfications 

D NEXT STEPS 

Implementing the recommendations wll r e q u e  s i w c a n t  effort and 
resources to develop lrnplementation plans, to make avalable finance, 
manage the lmplementation process, morutor progress, and approve 
final actions The SNE should consider asslgmng a semor management 
staff or an outside consultant as facditator to prowde help in the 
implementation process of high prionty recommendat~ons. The entire 



Table 1 1 

Procedurul Issues 

Issue 
Number 

1 

2 

3 

6 Need for evaluat~on of demand forecasts and supply plans I I I 

4 

5 

- 7. - 

Issue 
W e  

Regulatory Plantung Cycle 

Publ~c hear~ng process for regulatory Issues 

Per~odrc revlew and cr~trque of SNE's polmes, programs, and procedures where 
c~rcumstances are changing 

Regulatory dec~sions by the SNE are not b~ndrng and final 

Intervenor Compensat~on Fund 

- .  ..- 
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Priority 
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Table 1 4 

Summary of Other Issues 

A. Es tadlstica 

1 Common data format should be used for collectmg electr~c utilit~es 
forecasts and supply plans 

2 Need for the evaluat~on of h~stor~cal opera~~onal and linanc~al 
performance of utrlltres 

3 Fuel Use Database for forecastmg 

4 Environmental Database for forecast~ng * 
5 Transportation Database for forecastrng 

6 Need for the perrodrc publlcatlon of Performance and Status Reports on 
electrmty, telcoommunrcat~oa, water resources, transportatron and 
enwonmental cond~t~ons In Costa R~ca 

B Training Programs, Tools, and Equipment - - - 

7 Lack of trarnrng and career development programs for the profess~onal 
staff 

a 
- - 

8 Lack of tra~nmg programs to the non-profess~onal staff 1 1 
9 Lack of computer hardware, software, and other tools I I I 
* In accordance wth Art~cle 9 of pendrng legrslatron 



Table 1 4 

Summary of Other Issues 

C External Relations 

10 Inadequate Publ~c Relat~on Programs 

11 Inadequate Legslat~ve Relat~ons 

D Telecommunications Department 

12 Issue of un~versal telephone semce for all cltlzens 

13 Rate design alternatwes for telephone semce 

14 Retroactwe rate mak~ng process 

15 Technology evaluat~on and quahty of semce 

16 Issue of Inter-exchange semce 

17 Issue of Intra-exchange semce 

0 
0 

a, 
-- 



Table 1.5 

Summary of Recommendations 

, , ,, , , , , 1 ,  Hlsa , ,, , , , , , , L Medium bP - - 
A. Procedural Issues 

1 The SNE should ~dent~fy all its cycl~cal regulatory functrons and develop a regulatory 
processlng plan for these functrons wthm the context of its current regulatory dut~es 
and legrslatrve mandates Furthermore, for all other funct~ons wh~ch are per~od~c m 
nature, regulatory processmg tlme l ~ m ~ t s  and semce level goals should be establ~shed 
by the SNE 

2 Estabhsh a Publ~c Advlsor Office to asststs people Interested In partrclpatmg rn SNE 
proceedmgs In add~tron, thts office should be respons~ble for alerting the SNE to 
obstacles to publ~c partlcipat~on and proposmg effectrve solut~ons 

3 A per~odrc renew of SNEs performance and semce level goals should be establ~shed 
by the legdature Once regulatory funct~ons and semce goals are set rn a specrfic, 
measurable and tune-phased way, amb~gu~t~es  should be ehmmated 

4 The Congress should declare that all dec~slons whtch are adopted in a publ~c hearing 
process by the SNE Board of D~rcctors are bmdrng a 

I 

5 Establrsh an Intervenor Compensation Fund or free legal servtces for fmanc~ally 
burdened consumers 

0 
B. Regulatory Functions and Duties Electricity Sector ! 
6 The SNE should have the respons~bilrty for the evalut~on and adopt~on of offic~al 

electrmty forecasts and supply plans for the electric u th t~es  a 
7 The SNE should assess new energy conservation program opportunitres, develop new 

strategtes and projeds to mplement mnsewatron programs, and monitor and evaluate 
project results 



Table 1.5 

Summary of Recommendations 

8 The SNE should have the exclus~ve author@ to certlfy all power facht~es (power 
plants and transmission lmes) m Costa Rica I 

9 Provlde appropriate t r m g  programs for the SNE staff m the areas of uthty rate 
desgn and financial analyses 

10 Establish an Enwonmental and L~cens~ng Dlvlslon wthm SNE orgamzat~onal 
structure 

11 Establish an Alternative Energy and Technology Development Program at SNE The 
goal of SNE should be to make avadable and promote the use of new energy systems 
whlch offer the most posltlve economic and enwonmental Impacts Alternative 
systems utllmng wnd, geothermal, fuels from biomass, and solar energy systems 
should be the prune areas of efforts 

12 Prepare an action plan for developmg lnstitut~onal capabht~es for adopt~on and 
enforcement of buddmg and apphance standard and codes, 

13 Prepare legslation and regulations related to the adoption, momtormg and 
enforcement of standards and codes m Costa R ~ c a  

14 Develop staff capabhttes to monitor and to evaluate the techmcal, economic, and 
financ~al imphcations of private power projects connected to the national grtd and m 
lsolated areas I 

15 On a per~od~c bass (e g , every three years) SNE should prepare an Energy Shortage 
Contmgency Plan and subm~t to the legslatwe a plan to deal wth emergency 
cond~t~ons In energy supply m Costa Rlca due to man-made or natural calam~ties 



Table 1.5 

Summary of Recommendat~ons 

Recommendatlons Regulatary Impact 

16 Strengthen existing, and develop additional revenue generatmg regulatory functions for 
the SNE, plus conslder a one-time structural adjustment wth national funds, or funds 
sohcited from a source such as the World Bank, to wpe out SNE's debt 

II " Organizational Structure of SNE I1 

a 
17 The Board of Directors should represent all fields relevant to regulatory entities and 

the publ~c at large Rewew the appomtment procedures of Board of Duectors and 
thew requlred background q ~ ~ c a t i o n s  

Create a Pubhc Adwsor Office m the o r g m t i o n a l  structure of SNE I I a I II 

a 

Stream-lme and re o r g m e  SNE to improve its regulatory performance semce I a I I II 

Estad~st~ca Office 
I 1 I 

Consider hlrmg of additional professional staff m the areas of enwonmental 
regulat~on and macro-economic analyses of project financmg schemes 

Develop regulation for utihties to submit demand forecasts and supply plans on a 
biennial bass to SNE . 

Develop regulations for performance data submissions 0 I I 

I 
I 
N 24 

Develop formats for performance data m the t echca l  and financial areas I I II 

22 Develop common data forms for all regulated entities 
- electric utility, telecommumcations, transportation, fuels 

U 25 Implement a fuel use database for all sectors I I I U 



Table 1 5 

Summary of Recommendat~ons 

Recommendations I Regutatmy Impact 

I High f Medium Low 

26 M m t m  a transportation database for privates automobiles, pubhc buses, trucks, and 
others 

E Tramng Programs, Tools, and Equipment Needs 

27 Develop and mamtam an envlronmental database for all major pollutants from electrtc 
uthties and industries 

28 Publish bienmal utility status reports on 
- electrictty, telecommunications, transportation, enwonment, others 

29 Set aside funds for contmumg tratnrng programs 

30 Professional Staf 
Develop tramng programs in the follomg areas 
(a) Seminar on regulation of public utilities (electric, gas, and telecommumcations), 
(b) Rate design, revenue allocattons to customer classes, 
(c) Electric utihty engmeermg, 
(d) Seminar on accounting and financial management, 
(e) Project economtc appraisal, 
( f )  Energy p l a m g  and pohcy, 
(g) Environmental regulat~ons and project mpact analyses, 
(h) Private power projects evaluation, 
(1) Telecommumcation uthty regulation, 
6) Utllity management audits and procedures, 
(k) Water regulation and rate deagn, 
(1) Telephone market structure analyses, 
(m) Utthty regulatton and prtvatlzation 



I-' 
I 
I-' 
4 

Table 1.5 

Summary of Recommendations 

31 Non-profess~onal Staff 
Develop tralnmg programs In the followng areas 
(a) Effective utll~zat~on of mlcro-computers, 
(b) Relational database management, 
(c) Successful program and project management, 
(d) Baslc computer tramng for word pracessmg, spreadsheets, and graph~cs, 
(e) F~nance and accountmg for non-financial staff, 
(0 Supervisory success sk~lls, 
(g) Statlst~cal analyses and data management 

32 Procure appropriate number of PCs and software for the profess~onal and non- 
profess~onal staff 

33 Procure appropr~ate aud~o-visual equipment for regulatory hearmgs and publ~c 
~resentatlons 

F External Relations 

ulatory lmpa 

Medium 

34 Define the SNE's publlc relations program 
- Make press releases more effectwe m announcmg news-worthy ~tems 0 

I I 

35 Develop coordinated lnd~vldual efforts wth other Boards of Directors in a strategic 
lobbying plan 

36 Develop a system for answering repet~tlve regulatory questions from lepslators and 
the publ~c 



Table 1.5 

Summary of Recommendations 

Recommendations 

I High Medium 

37 The SNE should be d~rected to perform an annual survey of telephone s e ~ c e  If the 
percentage of resrdent~al semce falls s~gnlficantly, the SNE should report t h ~ s  to the 
Congress wth specrfic recommendations to arrest the decline and increase the 

a 
affordabilrty of telephone semce In Costa R ~ c a  

38 Evaluate rate des~gn alternatwes tak~ng Into consrderatton the mon~tor~ng technology 
and soc~o economlc Issues of different consumer classes a 

39 Implement "Reasonableness of OperationN proceedmg 1 1 1 I 
40 The SNE should rewew and publ~sh b~enn~ally, a Customer Quahty of S e ~ c e  and 

Technology Status Report for the telecornmunrcat~on ut~l~tres a 
41 The SNE should rnvest~gate the present condtt~on of the monopoly of ~nter-exchange 

servlce m Costa Rrca by the ICE to detemme whether mnter-exchange serwce should 
be a natural monopoly under the current or foreseeable technology 

a 
42 The SNE should mvest~gate customers' costs/benefits of competrtton in mtra-exchange a 



mplementation process d be contmgent upon addressing the high- 
impact recommendations first since, in general, meamngful action 
plans for medmm - and - low impact recommendations wdl be 
contmgent upon the results of action taken on the hlgh mpact items 

The management of SNE must be aware of the need for action to take 
advantage of the opportunities identified The direction and the extent 
of action must be detemned based on the regulatory functional needs 
of SNE The Chairman must detemne who wdl be lnvolved m the 
reorgarmation and mplementation process, who wdl approve action 
plans, and the time penod for the execution of the recommendations 
Some recommendations require legslatme-level involvement and are 
concerned with jurisdictions, pnonties, and regulatory semce level of 
the SNE Other recommendations involve, to a great extent, execution 
by the SNE Charman once the overall regulatory semce level pnonty 
is established Implementation plans for both lunds of 
recommendations should result m detemmng cost impact, and these 
costs subsequently w11 be balanced agamst new sources of revenues 
and fiscal constraints The decision to go ahead wth a particular 
recommendation d l  depend on anticlpatmg the benefit, regulatory 
functional pnonty, and the cost of implementation 



SECTION 2 0 INTRODUCTION 

2 1 BACKGROUND 

A regulatory effectiveness study of the Semcio Nacional De Electn- 
adad (SNE) was requested of USAID/ROCAP by the Executive 
Dlrector and Chaman of SNE and subsequently authorized by the 
Board of Directors of SNE They engaged NRECA International Ltd 
to perform the audit study 

SNE is a Costa &can governmental regulatory agency which consists 
of five members of a Board of Directors, who are directly appointed 
by the President of the country One of the five members is appointed 
by the President to serve as the as the Chief Executive Director and 
Charman of the SNE Within the orgamzation are three pmcipal 
departments as onginally established by Laws 258 and 276 of 1941 and 
1942 respectively 1) the Techmcal Department, 2) the Water 
Department, and 3) the Economc and Financial Studies Department 
Additionally, there are other umts such as (a) admmstrative, (b) 
statistics, (c) computers, (d) internal audit, and (e) legal semces, etc 
whlch report directly to the Chief Executwe Director 

SNE's chief objective is to serve the consumers interest by seelung to 
improve the quality and effectiveness of public utihty regulation m 
Costa Rica for electricity, telephone, water, transportation, budding 
electrical m n g  mspection, meter testing, fuel procurement (primardy 
petroleum products), sewer semce, and other related public utdity 
semces It also serves as a consumers' one-stop ombudsman orgamza- 
tlon, as well as a means to represent the current legislative mandate 

By law, the SNE head office is located in San Jose, Costa Rica The 
200 plus person staff is composed of managenal employees, 
professional employees, and support staff Flgure 2 1 illustrates the 
present orgamzational structure of SNE The legislative mandates 
require SNE to regulate all utility sermces in Costa Rica, such items 
including, but not limted to a) tariff approval of electricity, tele- 



p- Direct iva 

A U ~ I  tor la I-_1 Secre taria 

I 

Technico Estudios 
Econ/Flnan 

lnterna 

Servlclos 
Legales 

. - - -  

FIGURE 2 1 
Present Organ~zational Structure of SNE 

Junta 
Directlva 

From Organtzation Chart Provlded By SNE 
Dated January 1991 

1 - 7  

. Planlflcaclon 

- - - - - 

Estadlstlca I- - - 
r 

lnformatlca 



phone, water, transportation, b) approval of fuel procurement pnces, 
c) water allocation pohcies for mgation, mumcipal use, and hydro- 
electricity generation, d) approval of pnvate power projects, e) power 
projects financial impact evaluation, and f) implementation of 
standards and codes for safety and energy effiaency 

Over 32 man-days were devoted by the NRECA auditors m Costa 
k c a  to ths  study, wth over 30 survey forms and over 50 intermews 
were conducted from June 18 to July 2,1991 l k s  report evaluates the 
effectiveness of the SNE staff and makes recommendations for a modi- 
fied orgamzational structure, staff trairung, tools and equipment needs 
for improved performance 

2.1 1 The Hlstory of Regulation 
of Publlc Semces in Costa Rca 

(Much of the historical information in this background section was 
gleaned from the book 100 Anos 1884-1984 Un Siglo de Actiwdad 
Electrica en Costa Rica by Joaquin Alberto Fernandez Robles, 
published in 1985 ) 

The first central station electnc sermce m the Umted States was 
installed in New York City m 1882 In that same year, The Electnc 
Company of Costa Rica was chartered as a private corporation In 
1884, public street hghting was inaugurated in San Jose, the capital 
city 

The abundance of hydro resources in Costa Rica attracted the early 
development of electricity by foreign interests wth Costa Rican 
investors The rapid evolution of electnc generation and distribution 
facilities by these controllmg foreign interests led to a concern for the 
effect on national development by external monopolies 

In July, 1928, the President of Costa Rica signed Law No 77, the first 
article of which established that "the electnc power that can be 
obtained from the waters in the public domain m the terntory of the 
Repubhc or from any other source of energy is the doman of the 
State " 

That law also established the S e ~ c i o  Nacional de Electricidad as an 
" Institution of the State that w11 be adrmnlstered by indiwduals and 
under the immediate supermsion of the Executive Power The Board 
of Directors of this Institution is formed by seven members and three 
alternates named by the Executive Power and wll have as its 



responsibility the direction, management and orgamzation of all works 
necessary to establish electnc semces m the country which, actually 
(now) or m the hture can be denved from electnc power, and wll be 
charged wth the commercial exploitation of same The members (of 
the Board of Directors) d l  perform their comnutments wth absolute 
independence of the Executive Power and wll be solely responsible 
for the adrmmstratlon of the institution and ~t wll weigh over them 
whatever legal responsibility that can be attnbuted to them They wrll 
be unremovable unless some legal responsibhty is exercised agamst 
them" It is also indicated that "the Executive Power will have no 
Intervention in the adrmmstratlon and that the Home Secretary 
(lkhmstro de Hacienda) w11 limt oversight to the general progress of 
the business " 

The 1928 law further asserts in its 17 articles that " the State w11 
exploit, through the S e ~ c i o  Naaonal de Electricidad which for ths  
objective is created, all electrical powers greater than 500 horsepower 
and wll provrde electrical semces to the public The concessions 
and the nght of benefitting from electrical powers less than 500 
horsepower only can be granted by the S e ~ c i o  Nacional de 
Electncidad for lirmted time and havlng the right to supemse the 
utilization of such waters The concession must express the durabon, 
pnce and quantity of electrical power and wdl ternmate, among 
other things, If tanffs higher than those established are charged 
wthout the authonzation of the S e ~ c e  

"With regard to the nghts (previously) acquired by compames or 
indimduals for the promsion of electrical power to the public, they 
cannot be extended (renewed) and the established municipal electnc 
plants or those pending w11 retam their character as such " 

Among other promions of Law No 77 of 1928 were these 

-- The Semcio Nacional de Electricidad was empowered to "for 
its onginal cost or its actual cost of reproduction, acquire one 
or several of the exlsting electrical plants in the country of 
3,000 horsepower or more whenever their owners desire to sell 
them 

-- The Semcio was authorized to "contract, as soon as possible, 
the complete construction and installation of an electncal plant 
of no less than 10,000 horsepower to supply power to the 
people of the Central Mesa and to establish plants in different 
locations m the Republic m accordance wth the needs of the 
people, $ they are commeraal (feasible) " 



-- The law declared a public utility "for the purposes of 
expropriation, all necessary works to establish electncal plants 
and the transrmssion and distribution of electncal power " 

-- Apparently, other social goals were associated wth the 
estabhshment of public semce regulation Article 12 of the 
law indicated that " once the margns for one year reach a sum 
equal to the margin of the hquor monopoly, the government 
w11 cease to be the manufacturer and vendor of these wth 
fiscal goals, resemng that monopoly only to manufacture and 
supply alcohol for industnal and medicmal uses " 

Followng the passage of the ongmal 1928 law, several additional laws 
were adopted to deal wth specific problems that arose wth the 
implementation of public semce regulation 

Much of the residential electric semce was not metered due to the 
modest consumption In 1934, the Semcio Nacional de Electncidad 
approved, upon application of a mumapal system, a flat monthly 
charge for the connection of a radio receiver The testing of meters 
was added to SNE's duties in 1938 

The owners of electric compames mounted strong opposition to the 
government's move to nationalize the Industry At the request of the 
Costa Rican president, President Franklin Roosevelt sent a techmcal 
expert from the Tennessee Valley Authonty to help wth the 
mediation of problems As a result, the government of Costa Rica 
negotiated a contract with representatives of the electric compames 
which umfied all of them into one company 

Nationahzation per se had not taken place because the government 
had not been able to finance the purchase of compames as their 
concessions expired In 1938, a short three-article law was passed that 
implored the President of Costa Rica to "proceed to expropriate" 
certain electnc compames and authorized him to arrange financing for 
the purchase wth the to-be-acquired property as collateral together 
wth the credit of the State The adrmmstration of the acquired 
compames was proposed to be according to "the dispositions of Law 
No 77 of July 31, 1928 " The reference was to the law that created 
SNE The Intent of the law was never fully implemented 

In 1941, the structure was put in place m the form of a complicated 
contract for SNE to acquire the Compama Nacional de Fuerza y Luz 
(Nat~onal Power and L~ght Company), the one-entity result of 
combimng all prevlous pnvate power companles The complete 
acqulsltlon never took place as provlded for m the contract 



Fernandez summarizes the situation to date in his book (p 249) wth 
this paragraph 

'The creation of this company (CNFL) was the legal consolidation of 
a situation of fact exlstent since 1927 But notvvlthstanding the 
pressure of the public and the government no enthusiasm exlsted on 
the part of the owners of the company to invest in new works of 
sipficant importance This, obv~ously, caused electnc semce to 
worsen and at the same time affected the economc development of 
the country m a grave manner" 

Then, in 1949, a government company was formed -- the Instituto 
Costanccense de Electricidad (ICE) -- m contradiction to the stated 
mtent of Law No 77 and other laws that SNE be the national power 
agency ICE grew rapidly and whetted the national appetite for 
complete nationalization of the electric industry In 1968, after 
several years of negotiation begmng  in 1962, ICE consummated the 
purchase of a part of the private power company, although it remained 
a blend of public/private ownership Included in the deal was the 
fledgling telephone system owned by the company In 1970, a contract 
was signed between ICE and NCFL which defined a "policy of 
coordmation" for the two companies under which they would 
collaborate in setting goals, using resources, exchangmg information 
and establishing a umforrmty in their two systems 

Agam, a paragraph from Fernandez (p260) summarizes the 
consumation of 50 years of utility development 

"In summary we can affirm that the premous negotiation was 
concluded in terms more favorable than anticipated in the 'Electnc 
Contract' and m a form highly convement for the country, and wrthin 
our traditional democracy and respect for laws and private property 

"In this form, the Instituto Costarricense de Electncidad is now a 
shareholder in the most important distnbution company, and 
additionally in the Compania Rad~ografica Costarricense S A (since 
1964) which provldes international telecommun~cations servrces, and 
in three large rural electric cooperatives, thus achiewng an adequate 
decentralization of its actiwties, better efficiency, and a convement 
participation in private imtiative " 

Among several advantages listed by Fernandez of the ICE/NCFL 
alliance, one related to regulation of rates stands out "A better 
control was achieved over the rate structure and the rates of the 
largest distribution company in the country, wth  more than 100,000 



customers, which promdes its sernces in the area, economcally and 
socially, most important of same (the country) " 

This development is noteworthy in that it permanently thwarted the 
ongmal 1928 statutory role of SNE as the national power agency 
(reaffirmed m 1941) and set in place a contmumg institutional conflict 
between the large and powerful state-owned power company and the 
regulatory agency of the state The fnction created by these 
circumstances sbll plays a sigmficant role in the current problematic 

While the details of the evolubon of regulation are mteresting, 
recounting them further does not fall mthm the scope of this report 
It is appropnate, however, to take note of the begimng of regulation 
m Costa Rica because SNE still is the only functiomng utility 
regulatory authority in Central or South America Then, too, it is 
important to recogmze that the audit conducted by this team was of 
an agency wth a lot of history and a great deal of evolved 
responsibility over its 63 years of existence 

2 1.2 The Present 
Regulatory Situat~on 

The law under which SNE currently operates is Law No 258 of 
August 28, 1941 The focus of SNE's defimtion as an agency still was 
on electricity, as the name implies The name remained the same 
(National Servlce of Electricity) as that established in 1928, but the 
mssion changed, so a parenthetical explanation has been added It is 
most vlsible on the agency's vehicles -- (Regulatory Orgamsm) -- 
which denotes what they really do m contrast to what the name 
implies The proposed legislation to transform the agency, now before 
the Congress, uses the name "Regulatory Authority of Public Semces " 

A paragraph from an internal SNE document describes the effect of 
Law No 258-41 thusly 

"It is the actual constituting law of the Semc~o Nacional de 
Electncidad which canceled all the laws indicated m section I of this 
report (laws from 1928 to 1941) and transformed the legal nature of 
SNE, wh~ch ceased to be the state inst~tution responsible for the 
exploitation and cornrnercial~zat~on of electr~c energy in the country, 
along wth the fiscalization and regulation, to be converted into an 
emnently regulatory institution " 

It does not seem useful to repeat here in detail the scope of SNE's 
regulatory responsibility Suffice it to say that the agency has very 



comprehensive authority to regulate the electnc, telephone and 
waterisewer utilities (including state-owned, mumcipally-owned, 
cooperatively-owned and privately-owned entities) wth regard to rates, 
quahty of semce, areas of semce responsibdity, and the 
inspection/approval of electrical wnng in all construction as well as 
the testing of electric meters It also has jurisdiction over national 
water resources, irrigation, the wholesale rates and contracts of the 
state-owned refinery, the licensmg and retail pnces of pnvately-owned 
gasohne semce stations, the passenger rates of railroads and airhnes, 
appeals only of rates for passenger buses set by another government 
agency, and all customer complaints related to all of the foregoing 

The aforementioned internal SNE document entitled "Anexo #6, 
Semcio Nacional de Electricidad, Marco Legal" documents in detad 
the broad scope of the agency's statutory mandate and includes some 
observations by the report's author concermng the viability of certain 
responsibilities 

A project of law (proposed legislation) has been introduced by the 
president of the Congress It is now assigned to a comrmttee, but has 
not yet been heard The assistant to the bill's sponsor speculated that 
it could be out of comrmttee in three to four months (1 e ,  October, 
1991) and to the Congress for floor debate His overall estimate for 
passage is 12 to 18 months (The Congress meets continually) The 
onginal draft of the legislation was wntten by Leone1 Fonseca, 
General Manager of SNE 

Some changes to the proposed legislation have been suggested in a 
formal document prepared by the Association of Employees of SNE 
and delivered directly to the sponsor of the bdl These changes do not 
substantively affect the scope of the legislation, although they contain 
important provisions 

The proposed legislation does not alter substantially the scope of the 
regulatory function now centralized in the one agency 

2 1 3 General Observat~ons 

The problematic of SNE -- an historic "super agency" w t h  a 
tremendous scope of oversight responsibility for the nat~on's 
developmental infrastructure and wth totally inadequate resources to 
accomplish its statutory mandate -- has been studied from wthin and 
without The NRECA aud~t team's terms of reference focused on the 
confirmation of the actual situation to be compared wth that which 



has been reported by SNE authorities as substantiation for speclfic aid 
requests 

It is the consensus of the audit team members that the situation is 
indeed as it has been reported and that the mcumbent management 
of SNE has realistically assessed the agency's internal weaknesses, its 
basic madequacy m trained personnel and essential equipment, its 
need for legislative reform and the necessity for much stronger 
governmental support if it is to fulfill to any meamngful degree its 
statutory mandate 

In very broad, general terms, the audit team observes the followng 

1 SNEs history and underlymg basic concept constitute in the Costa 
Rican context a very useful, constructive foundation on which to build 
a functional regulatory process Its singularity among Central and 
South American countries makes possible the development of a model 
regulatory body which could guide the formation of simlar entities m 
other countries as have been strongly recommended by the World 
Bank The development of such a model agency in Costa Bca  could 
contribute materially to the societal and economc goals and 
necessities of that country and others of simlar circumstance 

2 The orgamzatlonal respons~bilities of SNE (or its eventual 
successor agency) should be structured on macro rather than mcro 
principles An example IS the fact that SNE is expected to perform 
inspections, ostensibly in the entire country, of residential and 
commercial electrical wring installations, to test and calibrate all 
electric meters for the entire country and approve all telephone 
installations One analysis states that 27 5 percent of the 1990 SNE 
budget denved from these activities Such relatively mnor functions, 
although important, are not appropnate for a regulatory body wth 
responsibility for all electrical energy, telecomrnumcations and water 
resources (The proposed legislation appropriately elimnates these 
tasks ) Without the practical possibility that such wring inspections, 
etc, could be a mumcipal responsibility, they could better be 
accomplished by the utilities themselves under guidelines established 
by SNE and wth regulatory oversight to see that the function IS 

properly Implemented 

3 The quality of the regulatory function w11 depend on the quality of 
the agency's personnel Smce there is a statutory prohibit~on against 
hinng people from the regulated compames (whlch is not likely to 
happen anyway wth SNE's non-competitive salaries), the only 
alternative is to train those who are there and who have a bas~c 



onentation to regulation A systematic and on-going tramng program 
should be set up to prepare present and future staff to regulate 

4 An essential component of regulation is autonomy and 
independence from the political process While the philosophy of 
regulation is always subject to the political orientation of the 
regulators (and, through them, those who appomt them), the caution 
is to insulate regulatory decisions from the political influence of the 
regulated cornmumty to the greatest extent possible While the 
present law prowdes for such autonomy, almost everyone confirms 
that it is not so m prachce The proposed reform legislation seems 
clear on the subject, however, the regulated compames say it wdl 
never be so in actuality 

5 A cntical void m the present and proposed regulatory scheme is the 
"bbnght light" of public decision Since the judicial system in Costa 
Rica is Spamsh in ongm, the written supplication is the primary 
evldentiary vehicle, that is, oral arguments are not a standard 
procedure In the absence of a statutory system of admmstrative law 
procedures to provlde for a formal evldentiary heanngs process, 
serious consideration should be given to requiring at least an imtial 
public heanng for the presentation of a major rate case by a regulated 
entity There is the basis for such a hearmg in the proposed 
legislation in that public meetings are required to receive comments 
from orgamzed community groups and interested parties The 
prowsion for these meetings could be expanded to require the 
presence of an informed representative of the company requesting the 
rate increase to respond to questions of the regulators as well as the 
affected parties 

Under the present procedure, rate applications are filed and 
information subrmtted to support the request The application is 
rewewed by SNE staff and a recommendation prepared for the SNE 
Board of Directors who grants, rejects or modifies it When the Board 
has made its final decision, it is subnutted to the Executive Power (the 
president's office) for concurrence Only then is notice of the rate 
increase published All discussions and decisions are behind closed 
doors There is no provision in the process for any input, questions or 
observations by affected parties, least of all the publlc 

(It is worth noting that the concept of more publlc decision was very 
well received by the Mimster of Natural Resources, Energy and 
Mimng (MIRENEM) and by the assistant to the President of the 
Congress SNE management also thought the idea had merit All saw 
it as a possible way to rmtigate the intimdation of the regulatory 
process by the large regulated compmes ) 



2 3  Scope of Report 

The purpose of the audit was to assess the orgarnational structure of 
SNE staff and the effectweness of regulatory semces provlded by the 
staff wth present tools (computer software, hardware, etc ) equipment 
and professional traimng The audit work plan detaded efforts across 
almost all areas of the orgamzation and focused on the followng 
offices and functional capacities 

TECHNICAL DEPARTMENT 

T a m  Unit 

a Water 
Electricity and Telecommumcation 
Fuels 
Special Studies 

Electrlcal Control 

Energy Supply 
- Meter Testmg Laboratory 
- Customer Serwce (Dupute) 
- Measurement 

Standards 
Building Wiring S e ~ c e  
- Inspection 
- Revzew of Electrical Wiring Plan 

Telephone Control 

. Central Telephone . Network Link - Customer S e ~ c e  (Dispute) 

ECONOMIC AND FINANCIAL STUDIES DEPARTMENT 

Evaluat~on of Companies 
External Control 



STATISTICS DEPARTMENT 

The scope of techmcal auditor study included the evaluation of above 
departments orgamzational set-up, operational practices, staffing level, 
professional t raimg needs, and available tools and equipment to 
perform the required legislative mandates and regulatory duties Ad- 
ditionally, the auditors conducted intermews wth ICE'S plamng, tanff, 
fuel purchasing, and new project development departments , CNFL, 
Mlmster of Energy and Mirung, RECOPE, Rural Electric Cooperative, 
Mumcipal Electnc Company, ACOPE, President of the Congress, 
Office of the Controller, Mumcipal Water Supply - ESPH, irrigation 
water supply - SENARA, Mimstry of Economc, Industry and 
Commerce - MIEC, and pnvate industry CONDUCEN 

2 3 Approach 
and Methods 

To obtain a variety of perspectives on SNE staffs' orgamzational 
structure, professional serwce levels, strategic issues, and opportumties 
for improvement, NRECA auditors internewed all semor level manag- 
ers and used survey forms to gather information from all departments' 
and umts' professional and support staff In Annex A, a copy of the 
survey form is included Also, NRECA auditors internewed two exter- 
nal members of the Board of Directors before prepanng the detailed 
audit work plan 

Prelimnary hypotheses were formed about the desired regulatory 
responsibilit~es, present staffs professional background, tramng level, 
qualifica~ons, allocated budget in various areas, availability of comput- 
er software, models, and hardware, and the efficiency and effectiveness 
of the SNE staff This prelimnary evaluation provlded a structural 
framework for the rest of the audit Followng this onentation phase, 
field work commenced immediately using the followng three basic 
cnter~a to evaluate the regulatory effectiveness of SNE These are 

Consistency 
of Structure Does the present organ~~atzonalstructure and regula- 

tory process match the legzslatzve objectzves of SNE? 

Met hodologxal 



Appropriateness : Is the present regulatory process a product of ana- 
yhcal methods appropnate for the crrcumstances 
Costa Rzcan utzlztzes (electnc, telephone, fuel supply, 
water supply, etc ) confront 7 

Comprehenslveness : Does the present regulatory process evaluate all 
cntzcal factors that aflect successj5.d expanszon and 
operation of utzbtzes7 

2.4 Terms of 
Reference 

The specific Statement of Work for the techmcal audit is to a) revlew 
SNE's regulatory responsibilities in all techmcal areas (electnc utihties, 
telecomrnumcation, safety, fuels, tariff settmg, and transportation, 
water, irrigation, and sewerage), b) revlew SNE's techmcal capabilities 
m order to identify SNE's present effectiveness for an independent 
evaluation of electnc utilities investment needs in the follomng areas 

- demand forecastng, 
- resource need justzflcatzon, 
- fuel procurement arrangements, 
- envzronmental nsk assessment, 
- revenue requzremnt studzes, 
- projets economzc and flnanczal zmplzcatzons, 
- regulatory proceedzngs and deczszon makzng process, 
- staff traznzng programs, 
- avazlable tools and equzpment, and 
- effectzveness of present organzzatzonal structure 

The complete TOR for all functional areas of this audit is included in 
Annex B 

2 5 Organlzatlon 
of The Report 

The report contains SIX major sections 



SECTION 1.0 EXECUTIVE SUMMARY sumrnarlzes the findmgs 
made by the aud~t team and l~sts all recornrnendat~ons resultmg from 
the audlt 

SECTION 2.0. INTRODUCTION contains the objectives, scope, 
TOR, approach and methodology of th~s aud~t 

SECTION 3.0: EVALUATION OF PRESENT ORGANIZATIONAL 
STRUCTURE bnefly descnbes the lnst~tut~onal respons~bll~t~es of SNE 
and ~ t s  present ~nadequac~es 

SECTION 4 0 PRELIMINARY REORGANIZATIONAL STRUC- 
TURE OF SNE prov~des an outlme of a new organlzat~onal structure 
to stream-lme the present regulatory process, and to incorporate addl- 
t~onal funct~onal areas of respons~bll~ty and staff capabil~t~es to meet 
the requirements of pending legslation to strengthen SNE's regulatory 
responsib~l~ties 

SECTION 5 0 TRAINING AND PROFESSIONAL DEVELOPMENT 
NEEDS provldes a l~st  of bas~c traimng programs for SNE to upgrade 
~ t s  staff analyt~cal and regulatory processmg capabil~t~es 

SECTION 6 0 KEY ISSUES AND RECOMMENDATIONS sumrna- 
mes  the aud~t results by applylng the Issue class~ficat~on scheme and 
discusses several recommendat~ons, 41 m all , for ~mplementation to 
Improve the present organ~zat~onal structure and regulatory effectwe- 
ness of SNE 



SECTION 3.0 EVALUATION OF THE PRESENT 
ORGANIZATIONAL STRUCTURE 

3.1 BACKGROUND 

The pnmary objective of utility regulation is to prowde customers wth 
adequate semce at a reasonable price In Costa Rica, the need to 
gwe special treatment to utilities was recogmed wth the 
establishment of the SNE on July 31, 1928, by Law Number 77 In 
order to substitute orderly development for the confusion and 
uneconomcal duphcation of facilit~es resulting from several compames 
competmg for business in the same area, SNE was formed to regulate 
utilities Later, m 1941, the responsibilities of SNE were expanded by 
Law Number 258, dated August 18, 1941, putting under its 
responsibility everything related to the utilization and regulation of 
hydraulic power and electricity In 1942, another law was passed for 
water utilization in which it was reiterated that it would be the 
responsibility of SNE to control the utilization and regulation of water 
resources in the public domain 

Since the passage of these three pieces of regulatory legislation, there 
have been no fundamental changes in the objectives, functions, and 
basic institutional responsibilities of SNE However, in recent years 
several legislative initiatives have tried to asslgn new responsibilities to 
SNE in response to various social changes (e g legislation for private 
power generation, and privatization imtiatives) The need for change 
is by no means over and it is difficult to predict wth  precision how far, 
or even m which direction, they wll evolve in Costa Rica over the next 
decade Withm the SNE, the audlt team has observed an office 
orgamzation and method of work whch has tended to evolve m an 
undercapitalized institution The result is wdespread inefficiency in 
office operations caused by the lack of sufficient tools and not by a 
lack of employee interest, wdely varymg practices from umt to umt, 
and a strong sense of sub-optimal performance affecting staff at all 
levels While there are several examples of excellence and devoted 
staff, there are more examples of frustration, fragmented jobs, 
duplication of efforts, flawed teamwork, and unclear expectations for 
both daily work, and career development 



In recent years, several legslatures have recogmzed SNE's institutional 
and budgetary constraints govemng the procedure for addressmg, 
analyzing and resolving the issues affecting public utility semces m 
Costa Rica At present, draft legislation for the transformation of SNE 
into an effective regulatory orgamzation is pendmg in the Congress of 
Costa R c a  A copy of this draft legslation is included m Annex C 
However,the bureaucratic constraints of the legislative process in Costa 
R c a  may not allow thls legslation to be adopted in the near future 
Additional time may also be requlred to modlfy t h s  draft legslation 
to accommodate several other regulatory issues whch are not 
adequately addressed or incorporated in this legslation The draft 
legslation is, however, clearly a step in the nght direction 

3.2 SCOPE OF EVALUATION 

The overall objectives of SNE's audit included the deternunation of 
what improvements, if any, could be achieved in the technical 
performance and operations of SNE and, specifically, which, if any, 
measures could be instituted The primary goal was to explore all 
economcal opportumties to improve the effectiveness of its regulatory 
functions 

In addition, per the request of the SNE, the followmg speclfic 
objectives were to be addressed 

8 Evaluate all major functions and deternune how effiaently SNE 
resources are being used If adequate and effective policies and 
procedures are not in place, what improvements can be 
instituted by the SNE 

8 Evaluate the effectiveness of the orgamzational structure of 
SNE to optimally allocate staff time and capital resources, 

8 Identify areas m whlch present management and operational 
practices can be strengthened, and make recommendations for 
specific practical actions that wll ach~eve these benefits, 

. Identify and assess major external factors which may be 
contributing to present or potential operat~onal problems, and 
recommend improvements which the SNE can make m 
carrymg out its responsibilities and responding to these factors, 
and 



Promde a vehicle for improvmg the SNE's credibility and 
strengthemg its relationships wth regulated entities and the 
general public 

Throughout the course of the evaluation in San Jose, Costa Rica, 
NRECA consultants intermewed senlor management personnel m each 
functional area, remewed documentation regarding policies and 
procedures, and vlsited all regulated institutions After completion of 
the data gathering, NRECA staff analyzed and evaluated SNE's 
operations and developed the followng orgamzational profile of the 
mtitution 

3 3 SNE9s REGULATORY 
RESPONSIBILITIES 

The major duty of the SNE is to regulate all utilities and to secure 
adequate public semce at rates which are just and reasonable both to 
customers and the finanaal viability of the regulated entities SNE 
operates under Costa Rican government admmstrative procedures 
enacted by the legislature At present, SNE regulates electricity, 
telecommumcations, water and sewerage, the transportation industry, 
and petroleum fuels It also approves building wring and provldes 
inspection servlces It also sets standards for safety and quality SNE 
also has a financial audit staff These auditors perform audits on a 
regular basis, [ e g annually,] and usually perform a spec~al audit at the 
time that a utility files a rate case 

The major regulatory functions of SNE are summarlzed below 

Control Of Competition . 
The Franchise And 
Barners To Entry 

By far one of the most awesome regulatory functions of SNE is its 
ability to grant franchises and thus control entry into the areas of 
electricity generation, water use nghts, and other pubhc semces Via 
control of entry, it can also control competition 

In return for an exclusive franchise, the regulated entity must agree to 
the followmg precepts 



a The utllity is obhgated to serve every customer requesting 
semce, 

Semces must be pnced at just and reasonable (fair and 
equitable) rates set by the regulatory conmussion, 

The profit of the utllity is stnctly regulated by the comrmssion, 

Undue or unjust discnmnation by the utility between simlar 
customers is not allowed, 

Semce must be rendered forever unless the regulatory 
comrmssion grants an authority to abandon the semce, and 

The utility must maintain adequate qual~ty and rehability of 
semce 

Control Of Revenue 
Requirements 

The control of profit is based on the SNE's nght to control the total 
revenue requirements, [ not income], and rate of return of a utility 
Utilities are generally allowed to earn a fair rate of return equal to 
that of other businesses encountenng the same level of nsk 

Pncmg, Rates, and 
Tarlffs 

For all utility semces, SNE controls the amount of allowable revenue 
requirements by rate class This is performed by use of fully allocated 
cost of semce studies for electnc, telephone and petroleum fuel 
production semces Projected (future) test years are used to establish 
overall revenue requirements 

Revenue requirements are determvled based upon histoncal test 
penods, future test periods, some combination of the two, or histoncal 
penods plus known and measurable changes, typically reaching forward 
SIX to twelve months 

L 

With regard to determnatlon of revenue requirements by class, the 
auditors are not aware of any application of marginal cost- based 



methods by the SNE staff All revenue requirements by rate class are 
always based upon some method of fully allocated costs 

Fmance Of Regulated 
Entitles 

At present, SNE controls, to a greater or lesser degree, the financmg 
requirements of all regulated entities This pertams, for the most part, 
to long-term financing since SNE has virtually no control over short- 
term financing of regulated utilities However, the utility must 
generally justify in the rate application the reason they need the new 
financing (e g to pay for a major plant expansion) 

Budding Wiring Servlce 
And Construct~on 

All new buildings (commercial, industrial and residential) have to have 
regulatory approval and inspection of electncal wnng designs and the 
actual installation of electrical semce line Such close scrutiny can be 
vlewed as counter-productive, a waste of the regulatory comrmssion's 
time, and generally an mtrusion by the SNE on the techmcal 
capabilities of the ICE or local authorities On the other hand, before 
a public utility begm construction, or makes sigmficant additions to its 
transrmssion or distribution lines, or power plant, it is not required to 
apply for and obtain a Certificate of Public Convemence and Necessity 
(CPCN) Therefore, the SNE has no role in ensunng that plant 
facilities and transportat~on semces that the public needs are 
undertaken The standard for CPCN is not specifically defined by any 
statute of SNE 

Safety And Standards 

All regulated entities must abide by certain safety codes and standards 
Pubhc safety is a significant concern, --- electncal semce drops, and 
meters can short-out and cause fires SNE promdes standards and 
specificat~on for all types of buildings wrmg by the me,  type, and 
quality of conductor for specific applicat~ons 



All ut~ht~es'  overall tanffs ~ncludes not only the rates (pr~ce structure) 
that can be charged, but also the rules and regulations for the qual~ty 
of semce W~thm these rules and regulations, approved and adopted 
by the SNE, specific instructions are provlded regarding the qual~ty of 
electrical semce that should be supplied by the utilities However, m 
most cases, SNE does not have staff capability for momtonng and 
enforcing the quality of semce for electnc~ty use Additionally, 
present legrslat~on does not require SNE to promde any safety 
guidelines or regulatory approval for major construction of generating 
stations, transrmssion lmes, fire safety, hazardous substances, or 
envlronrnental emssions 

Customer Dlsputes 

All regulated entities (or ut~lities) are required by law to promde 
reasonable and adequate semce at rates authorized by the SNE 
When such semce 1s not provided, or there 1s a d~spute over charges 
for the semce, a complamt may be filed by an mdivldual to SNE 

Both m electrical and telephone regulatory umts, procedures for filing 
complamts against utilities under SNE jurisdict~on are first, for the 
customer to try to resolve the matter wth  the util~ty, second, to brmg 
the matter to the SNE staff for an informal resolut~on, and third, if the 
first two fail, to file a formal complamt before the SNE However, the 
auditors have noticed that most of the work load m the Electncal 
D~spute Units is from the ICE/CNFL and related to the theft or 
divers~on of semce Most of the telephone b~lling complaints are due 
to the recordmg of a higher than average number of monthly 
mpulses 

Meter Testmg 

Electric watt hour meters are typically designed so that current passmg 
through the meter interacts w t h  a magnetic field to produce a torque 
that drives the rotor The revolution of the rotor drives a series of 
gears causmg the hands of the meter dials to advance Most of the 
meters imported to Costa R ~ c a  are manufactured by General Electnc 
and Sangamo The precision wth wh~ch a ut~lity can test and cahbrate 
meters fundamentally depends on how dlrectly it links its testing 
operations to the transfer standards or reference standard At present, 
all meters are tested based on the NBS standards of the USA 



The SNE has the ultimate authority to specify the testing procedures 
It has a staff of 5 persons, 2 staff members are on permanent 
assignment as observers at ICE'S meter testing laboratory, and 3 of the 
staff members are assigned to SNE's testing facility Additionally, staff 
also perform occasional field tests of meters, but due to the limtation 
of the testing equipment and transportation vehicles, the effectiveness 
of this actlvlty is very poor 

There are many vlsible problems wthin this unit For example, most 
of the staff in this section are self-trained and there are no formal 
tramng programs, adequate measuring instruments, or transportation 
vehicles for on-site tests or vlsits 

Statlstlcs And 
Speclal Studles 

The SNE maintains various statistical data and develops market studies 
to deal wth future demand and shortages of public semces (1 e ,  
electrical energy, water supply, telephone semces, etc ) Usually 
statistical data are collected from the utilities in hard copy and re- 
entered into the computer for future market studies There is no 
formal data reporting procedure whereby utility personnel can report 
data periodically based on a common data format and defimtions 

At present, most util~t~es submit their historical operational data before 
the subrmss~on of rate increase requests To elimnate the present 
confusion and questions about operational data submtted by the 
utilities, SNE should develop a common data format and data filing 
procedure and pronde a detailed instructional text to assist in defmng 
which data elements are required and the method to be used m their 
submssion 

Auditors have bnefly renewed some of the market studies performed 
by the Statistic Department Three market study examples are 
summarized below 



a) Study of Natronal Telephones Market 

Synopsis: 

The estimation of users is of hghest ~mportance because it affects the 
calculation of principal sources of income (revenue) For this reason, 
the Office of Statistics takes great care wth those estimates The 
projections are used wth the plan for expansion given by ICE 

Projections of revenue are subject to the followng assumptions 

- the consumption of s e ~ c e ,  residential and commercial, 
presents a seasonal behamor, 

- the rate of growth of users IS m accord wth the available 
hlstory, wth the expansion of exchanges and wth available 
capacity, 

- the average collections from pay phones show a seasonal 
behamor, 

- the sale of new telephone semce is not reduced by raising the 
cost of installation and credit deposlt because the demand IS not 
elastic, and 

- pay phones have been modlfied to accept com of 5, 10, 20 
Colones, 

Users Residential 77 % Commerc~al 23 % 
Revenue Resident la1 48 % Commercial 52 % 

1987 - 1990 - Average residentlal use was flat, whlle commercial use 
decreased m 1987 and was flat m the 1988-1990 period 

- Sta~stics show that a rate increase does not reduce use, but 
tends to regulate use and rnamtain its stablhty, 

- an increase of 20 % m price generates an Increase of 16 % m 
average revenue per customer, 



- per SNE estimates, new rates yleld total revenue is 2 5 % less 
than ICE projections, 

- the largest increase requested is for private lmes (492%), but as 
proposed by ICE, it is impossible to apply due to lack of detail 
relocation of each direct hne (zonal tanff), 

- SNE proposes simpler method to estimate direct llne revenue 
that does not use distance (location), 

- 49 9% of new revenue would come from monthly direct line 
charges, 

- Per SNE figures, revenue from public and serm-public phones 
are under estimated for 1990 - 1994 period by 4 to 8 percent 
due to the method and history used, 

- revenue from new installation is below ICE estimates by 47 % 
while revenue from deposits is under estimated by 19 percent 

- a concern is the relative importance being assumed by a new 
servlce which is not regulated nor approved by SNE - special 
public phones in booths 

- as in preuous years, it is suggested that ICE include in the 
application the last approved expansion plan for each of the 23 
exchanges, 

- it is recommended that ICE present an outline or a detail of 
vertical servlces ICE should indicate in which source of 
revenue it is recorded and what is its relatiuty in that 
source, 

- ICE should provlde detail number of direct lines and the 
revenue per type of rate class (1 e , local, t2, t3, and t4, etc), 

- detall what concepts included by "cargos normna y otros cargos " 



b) Study of Mmket For Sanzfmy Sewer 

a) Sewer semce is concentrated in metro area (90 %) and 10 % 
in urban areas, 47 percent of those wth water semce have 
sewer, 

b) Reports by A y A contain some inconsistency that carry over to 
projection of customers and makes it necessary to find forms of 
"Global estimat~on" to avoid, up to a point, those 
inconsistencies, 

c) The two types of adjustments applied to the projection of 
customers, wth purpose to reconcile to the philosophy of new 
billing system 

Recommendations* 

a) SNE should require A y A to purge the billing to avoid monthly 
inconsistencies in b~llmg summaries since these are the basic 
data for stat~stical analysis to support the revenue projection 
Also it must be insisted that the b~llmg summary sent be 
considered offic~al for all analysis SNE wlll do, 

b) A Y A should send the followng monthly statistics to SNE 

- customers \nth flat rates (block semce) distributed in 
categories, level of use, and area including cubic meters 
consumed, 

- Inactive customers by type of semce, category, and area 

- Analysis of market users calculated for the 1990 - 1994 period 
by simple h e a r  regression, 

- Consumption in cubic meters majority m lowest block less 

than 41 cu meters, 



- Present and projected revenues, 

- Comparison of market figures presented by A y A and those of 
SNE, 

a) Some inconsistencies in numbers presented, due to different 
methods of projections Need to standardize methods 

b) Adjustments provoke variations in projections of revenue, 

c) A y A (water company) does not meter all customers 17 
percent customers pay flat rate, but many are large users, for 
example, government offices, and should be metered, 

d) Revenues from new proposed rates are seriously 
underestimated by A y A because some cornmumties are left to 
pay special rates Some of these places already are off special 
rate, but it is not projected in revenues, 

e) With new rates, A y A vvlll increase revenue in 1991 by 72 
percent and in 1992 by 95 percent 

Recommendatlons* 

a) Improve the billing system to avoid monthly discrepancies in 
analysis, 

b) A y A should send monthly to SNE the follovvlng items 

- users of special tariff, and 
- users on flat rate 

Without revlevvlng the detailed analytical methodology, modelmg 
assumptions, and quality of the input data, it is inappropriate to 
comment on the quality of these market research stud~es However, 
audtors did notice that the staff were not provlded wth any formal 
computer models, traimng, hardware, or software to perform such 
complex market research studies 



3 4 PRESENT ORGANIZATIONAL 
STRUCTURE 

Figures 3 1,3 2 and 3 3 show the current orgamzation of the Techmcal, 
Economc Studies, Finance, and Statistical Departments Exlsting 
orgaruzational structures of different departments evolved over time m 
response to the regulatory functions of SNE Nevertheless, a number 
of orgamzabonal differences and duplication m data gathering efforts 
do exlst These have resulted from the umque historical development 
of each department, different philosophies of management, and the 
particular requirements of their operating environments While the 
differences may appear to be subtle in nature, they are sigmficant 
impediments to the effectiveness of the present system 

Current methods of operation for all three department are discussed 
below 

TECHNICAL DEPARTMENT 

Th~s  department includes the followng three sections (a) Rates, (b) 
Electricity Control, and (c) Telephone Control Each section has 
several umts, as illustrated by Figures 3 4, 3 5 and 3 6 

The staff of the Techmcal Department, along wth legal counsel 
asslgned to rate cases, have the responsibihty of prowding the Board 
of Directors (of SNE) wth analyses and recommend-actions regardmg 
how the regulated utilities can provlde adequate and reliable serwce 
at mmmum cost to the ratepayer A major role of the professional 
staff is to bring engineermg, economic, and general regulatory expertise 
to bear on utility proposals, projects, and expenditures 

The staff of thls department must understand the techmcal operations 
of the regulated entitles, as well as regulatory theories and practices 
affecting each industry They must be able to present then fund~ng 
recommendations and advlce to the Board of D~rectors in a 
profess~onal and persuasive manner 

Presently, the role of the Techmcal Department is lirmted to the 
reactive revlew of utility proposals The staff does not pro-actively 
analyze utihties' expansion plans nor does it recommend improved and 
more effluent alternatives for utdity performance Additional 
functions of this department are meter testing, customer d~sputes, 
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FIGURE 3 2  
Present Organ~zat~onal Chart Of The Econom~c 
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FIGURE 3.3 
Present Regulatory Functional Dutles 
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measurements, standards, and building electncal wmng and plan 
inspections 

In making recommendations, the Techmcal Department's staff rarely 
consider the interests of the ratepayer over the long-run or the macro- 
economc impact of then- pollc~es The Techmcal Department's staff 
represents both the current utihty ratepayer and future ratepayer All 
studies renewed by this auditor indicate mcro-level analyses of rate 
cases or retroactive financial audits Therefore, the staff should be 
sensitized to the impacts imposed on future utility customers when 
analyzing current utility expen&tures and investment requirements 

The detailed functional description and duties of all staff are 
documented in the Survey Forms - Part I1 of this report 

Department Staffing 

The Departments resource are its people It has approximately 76 
authorized positions that include managers, engmeers, economsts, 
financial analysts, other regulatory analysts, and clerical support staff 
The Technical Department's Director also serves on the SNE Board 
of Directors as an internal member 

General St@ Profile 

Total Number of Department Staff 76 

Number of Professional Staff 3 0 
Number of Non-professional Staff 46 

Master Degrees 17 
Bachelor or Engineering Degrees 13 
Techmcal Diplomas 23 
General (Pre-Umvers~ty) Studies 12 
High School Degrees 6 
Elementary School 5 

The pos~tlons in each section in the Techmcal Department are given 
below 



FIGURE 3.4 
Regulatory Functions Of The Rate Omce 
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FIGURE 3.5 
Regulatory Functions Of The Electnc~ty Office 

CONTROL 
ELECTRIC0 



FIGURE 3.6 
Regulatory Functrons Of The Telephone Ofice 
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Tanfas 

Electricity and Telecommunications Section 

General Stf l  Profile 

Total Number of Staff 5 

Number of Profess~onal Staff 5 
Number of Non-professional Staff - 

Educatron / T r m g  Profile 

Master Degrees 1 
Bachelor or Engmeermg Degrees 3 
Techmcal Diplomas 1 
Staff Traznrng Program-Last 2 Years None 

Aguas Section 

General St@ Profile 

Total Number of Staff 3 

Number of Professional Staff 2 
Number of Non-professional Staff 1 

Educatron / Tmuung Profile 

Master Degrees 1 
Bachelor or Englneermg Degrees 1 
Techmcal Dlplomas 1 
Stafl Traznzng Progranz-Last 2 Years None 

Specla1 Stud~es Sect~on 

General Staff Profile 

Total Number of Staff 

Number of Professional Staff 3 
Number of Non-professional Staff 1 



Educafwn / Trmnwrg Profile 

Master Degrees 1 
Bachelor or Engineermg Degrees 2 
Techmcal Diplomas - 
Staff Traznrng Program-Last 2 Years None 

General St@ Profile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 

Educatzon / Trmrung Profile 

Master Degrees 1 
Bachelor or Engineering Degrees 1 
Techmcal Diplomas 3 
Staff Trarnrng Program-Last 2 Years None 

- - -  

CONTROL ELECTRIC0 

General St@ Projile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 

Educatzon / Trazrung Profile 

Master Degrees 
Bachelor or Englneermg Degrees 
Techmcal Diplomas 
Staff Traznzng Program-Last 2 Years 

2 
8 
34 

None 

Revlslon Instalaclones Planos 



General St@ Profile 

Total Number of Staff 7 

Number of Professional Staff 4 
Number of Non-professional Staff 3 

Educafron / Trauwlg Profile 

Master Degrees - 
Bachelor or Engmeering Degrees 5 
Techmcal Diplomas 2 
Staff Traznrng Program-Last 2 Years None 

Revision Instalaciones Inspectores 

General Stt@ Profile 

Total Number of Staff 4 

Number of Professional Staff - 
Number of Non-professional Staff 4 

Master Degrees - 
Bachelor or Engmeermg Degrees - 
Techmcal Diplomas 
S ta t  Trarnzng Program-Last 2 Years None 

General Stfl ProjiZe 

Total Number of Staff 
Number of Professional Staff 
Number of Non-profess~onal Staff 

Educatron / Trmmng Profile 

Master Degrees 
Bachelor or Engmeermg Degrees 
Techmcal Dlplomas 
Staff Trainzng Program-Last 2 Years 

1 
1 
- 

None 



General Stqff Profile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 

Master Degrees 
Bachelor or Engmeering Degrees 
Technlcal Diplomas 
Stafl Traznzng Program-Last 2 Years 

- 
2 
11 

None 

Laboratorlo 

General St@ Profile 

Total Number of Staff 5 

Number of Professional Staff - 
Number of Non-profess~onal Staff 5 

Educafron / Trarnzng Profile 

Master Degrees - 
Bachelor or Engineering Degrees - 
Technical Dlplomas 5 
Staff Traznrng Program-Last 2 Years None 

Controvers~as 

No Staff At Present In T h ~ s  Umt 



General S t g  Profile 

Total Number of Staff 

Number of Professional Staff 1 
Number of Non-professional Staff 1 

Master Degrees - 
Bachelor or Engineenng Degrees 1 
Technical Diplomas 1 

CONTROL TELEFONICO 

Redes Y Enlaces 

General St# Profile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 

Centrales Telefonicas 

General St@ Profile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 

Servlcio A1 Abonado 

Total Number of Staff 

Number of Professional Staff 
Number of Non-professional Staff 



ECONOMIC STUDIES 
& FINANCE 

The staff members of this department are expected to critically revlew 
ut~lity expenditures and finance, malung sure the utilities promde clear 
and adequate justifications for expendltures The staff performs 
auditing and financial evaluations of regulatory entities This is done 
as a part of the remew of rate increase requests and in a reactive 
mode The staff should search for those utllity expenditures and 
revenue requests that can be reduced or elmmated wthout causing 
major adverse Impacts on the adequacy and reliability of semce Each 
regulated entity has the burden to prove its additional revenue needs 
from the ratepayer The staffs audlting and financial investigations 
should be cr~tical of utility expenditures When a utility's justifications 
are inadequate or uncertain to provlde ratepayer benefits or 
impartiality, the staff should recommend disallowances of such 
expendltures and lowered utility revenues At present, most of the 
analyses and audits are routine stamps-of-approval of utilities revenue 
requests However, in the period of 1981-1991, SNE has disallowed 
vanous parts of requested rate increases which are reported to save 
rate-payers over 7 5 mllion colones 

The detailed functional description and duties of each staff are 
documented in the Survey Forms - Part I1 of this report 

Department Staff 

The positions In these two sections are as follows 

Control Externo 

General St@ Projile 

Total Number of Staff 

Number of Professional Staff 
Number of Non-profess~onal Staff 



Educmion / Trmnng Profile 

Master Degrees 5 
Bachelor or Engmeenng Degrees 3 
Technical Diplomas 2 

Evaluac~on Empresas 

General St@ ProfiZe 

Total Number of Staff 4 

Number of Professional Staff 4 
Number of Non-professional Staff - 

Economic Stud~es (Dept Head Office) 

General St# Profile 

Total Number of Staff 4 

Number of Professional Staff 2 
Number of Non-professional Staff 2 

STATISTICS AND 
SPECIAL STUDIES 

This department's function is to gather the necessary operational data 
of the regulated entities, --- electricity, water, telephone, transportation, 
etc, --- and to provlde statistical analyses, future projections, and other 
market study results that are required for the regulatory functions 
This office is also responsible for prowdmg techca l  assistance to 
other offices in SNE for the rate-case stud~es, market surveys, and 
vanous other special studles as are required 

The detailed functional description and duties of all staff are 
documented in the Survey Forms - Part I1 of this report 

There are total of 10 staff positions in this department 



The posltlons of this department are as follows 

General St@ Profile 

Total Number of Staff 10 

Number of Professional Staff 5 
Number of Non-professional Staff 5 

Master Degrees 3 
Bachelor or Engineering Degrees 2 
Techmcal Diplomas 5 



4.0 PRELIMINARY RE-ORGANIZATIONAL STRUCTUlU3 OF SNE 

4.1 BACKGROUND 

This section is Intended to provlde a prelimnary framework for the re- 
orgamzabon of SNE as well as a discussion of the possibility of using 
alternative approaches for regulating utilities in Costa Rica The 
underlymg motivation IS to Improve the overall effectiveness of SNE 
and the vlablllty of the regulated utilities Achievement of these two 
objectives IS mewed as essential for sustaimng and strengthening public 
confidence in the utilities and the regulatory semces of SNE 

There are several approaches by whlch the SNE can direct, control, or 
influence decisions made by utilities or indlvlduals These mechamsms 
can be placed into four classes whch are believed to encompass the 
range of alternatives The four classes are 

Direct Regulat~on 

. Incentwe or Market-Based Approaches 

Informat~onal Approaches 

Mlxed Approaches 

Each lund of approach has many variants Table 4 1 llsts the major 

variants for each approach Our preliminary reorgamzational structure 
of the SNE is based on a combination of these approaches In the 
followng sub-sections, a bnef discussion of each regulatory approach 
and related variants is Included 

A. DIRECT REGULATIONS 

The major components of dlrect regulation are performance standards, 
specification standards, and case-by-case perrmts or approvals 



Performance standards are regulations that requlre certaln results or 
outcomes Performance standards may be set urlth regard to feasible 
or commercial technologes that may allow them to be met, but, at 
least m theory, do not require that speclfic technologes be used for 
compliance 

Example- Amount of pollutants per year into the environment 

TABLE 4.1 

Regulatory Approaches And Their Major Vanants 

. Performance Standards 
8 Specification Standards . Case-by-Case Permts or Approvals 

INCENTrVE APPROACHES 

Taxes (user charges, fees) 
8 Subs~dles 
8 L~ability measures 

INFORMATIONAL APPROACHES 

D~sclosure 
8 Education 

Voluntary Compliance 

MIXED APPROACHES 

. Marketable Perrmts 
8 Surcharges 
8 Combmat~ons of the above or others 

Speclfication standards are regulations that requlre certain technologies 
or design practices, leavlng the results or outcome flexlble 



Example. Electrical Winngs of Buildmg 

In this case, specific conditions are taken into account and regulatory 
approvaIs are frequently given on a uniform basis for a region or utility 
industry 

Example Tanff approvals based on a rate-of-retun cntenon 

Dlrect regulations have numerous forms and dimensions Some deal 
wth  information reportmg and recordkeeping and may differ in terms 
of their penalties for noncompliance, momtonng frequency, auditing 
and inspection, and the procedures by which they are set 

B INCENTIVE OR MARKET 
BASED APPROACHES 

The major components of incentive or market-based approaches are 
taxes, subsidies, and liability measures The common feature in all 
incentwe approaches is that they act in a market-hke manner and work 
wth the market to alter the total costs or benefits of actions for firms 
or the public 

I )  Tares or User Chmgm 

A tax may be difficult to envlsion as a regulation, yet theoretically a 
tax mght be designed to reflect the damage to the public The tax 
would be both an incentive to improve safety, and a source of revenue 
which mght compensate the mctims 

Example: There are some d~scharges mto the environment that 
save the publ~c money overall or some acc~dents that 
would be avoidable only at tremendous expense. 

Subsidles work in an opposite manner than from taxes or user changes 
By makmg an actlvity less expensive, they promote its adoption 

Example A subsidy for adoptmg less polluting technology may 
lead to a reduction In pollut~on. 

3) Lrabzlq Measures 



Matters of social externalities or imperfect information tend to be 
problems traditionally known as tort liability matters when handled 
through the courts There are three main mechanisms that come 
under the heading of liability measures 

Law suits are one means of deahng mth these problems 
Compensatlon funds may be required by the regulatory agency to set 
up a pool or fund from which vlctims can be compensated for bodily 
injury or property damage Workmen's Compensatlon is one example 
Insurance plans are basically a means of pooling nsk but can also have 
an impact on the apportionment of liability and, thus, on the incentives 
for avoiding injunes or claims 

C. INFORMATIONAL APPROACHES 

Informational approaches include measures that encourage better 
disclosure to the public, educate the consumer on facts or nsks, or seek 
to persuade firms or the public to change their behamor The reaction 
of the consumer, acting through demand and pnce mechamsms, wll in 
turn create incentives or disincentives for actions by utilities or may 
dlrectly represent the actions sought by polic~es 

The phlosophy behind disclosure measures is that fully informed 
indimduals are able to make better decisions for themselves than 
umnformed indimduals A disclosure approach would requlre utilities 
to disclose the characteristics of their products or impacts of their 
enwonmental pol~cies more fully and publicly 

Educational measures go beyond disclosure to seek to interpret 
information for the public, bnng it more directly to the public's 
attention, or perhaps in some cases, even try to persuade the public to 
make a different assessment of its own welfare Wamngs of vanous 
lunds are ways to increase awareness of the Importance of safety 
crlteria in malung cholces 

Example Warn~ngs in front of an electrical panel or c~garette 
package 

3) Volunfary Complumce 

Jawbomng is a term that has been coined to denote efforts by the 
regulatory agency to persuade the utility to take some actlon As 



applied to industries or utilities, jawboning involves government 
requests for firms to stop polluting, to improve efficiency, or to 
improve safety The requests are for voluntary action but may entail 
an implicit threat that if compliance is not soon forthcomng a measure 
such as regulation or litigation may be taken 

D. MIXED APPROACHES 

Mmed approaches involve combinations of the above or other 
approaches In addition to the possibility of m n g  any combination 
of approaches in a re-orgamed SNE, these approaches may include 
marketable permits and tax surcharges 

I )  Marketable Pennzts 

By issuing a linuted number of perrmts, a regulatory agency can 
establish a ceiling on the amount of actiwty allowed 

Example Pollut~on In a basm 

This approach allows a specified level of actiwty at no charge and 
imposes a surcharge for all actiwty beyond the set level 

Example: Em~ssions beyond a certain amount would be subject to 
a tax - Emissions Tradmg concept m the USA. 

4 2 CRITERIA FOR 
REORGANIZATION 

In order to re-orgamze SNE, it is recommended that the SNE establish 
a Task Force to estimate the cost impacts of all regulatory functions 
in terms of their effectiveness, efficiency, equity, and politically 
feasibility 

Effectiveness involves the question of whether the means by which the 
SNE (or government) chooses to intervene wll accomplish the 
objective it was designed to serve More specifically, effechveness 
normally encompasses the concepts of adrmnlstrative feasibility and 
enforceability The criteria by which to judge these two measures are 

Resource constraints 



a Informentional constraints 
a Detectability 

Comphance 

Efficiency from an economst's perspective would be defined as 
maxlrmzation of social welfare, convemently defined as equalization of 
social costs and benefits at the margin In many cases, direct 
regulation, which commonly carries wth it the implicit objective of 
zero risk, may not be desirable 

Equity is a highly subjective concept but one that is nonetheless quite 
unportant In most cases of health, safety, or envlronmental 
protection, an approach is judged to be equitable if standards of 
performance are umform and the source that has created the need for 
government intervention bears the cost 

Political feasibility is an issue which cuts across the boundaries of a 
regulatory agency's effectiveness, efficiency, and equity Political 
feasibility of a regulatory agency is dynamc What mght be acceptable 
under one admmstration may not be acceptable under another 
hkewlse the attitudes of the public change, as does the ability of 
special interest groups to influence the regulatory decision-makmg 
process 

Figure 4 1 attempts to summarize the above criteria which the 
recommended Task Force mght utilize in the process of defirung the 
functional duties of SNE 

These criteria are provlded solely to establish some broad guidelines 
for considering the various regulatory alternatives in regulating 
electncity, envlronmental impacts, water resources, transportation, fuels 
and other public semces in Costa Rica 

In the followng sections the prelimnary orgamzational structure of 
SNE and a brief discussion of each Department's / Division's 
regulatory duties are promded 

4 3 RE-ORGANIZATION CHART 
AND REGULATORY DUTIES 

The central NRECA recommendation is that SNE should move to 
prioritize regulatory functional duties to emphasize various 
departments or divisions based on expected outputs The move to the 
new structure would entail an analysis of work processes and needs as 



FJGURE 4.1 
Cntena For Evaluatmg Reorgannation Of SNE 
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well as available professional staff in vanous regulatory areas The 
expectation is that in most divisions or departments this would involve 
formation of a series of teams comprising higher level and support staff 
wth  support jobs explicitly designed around the team's work 

The Board Of Directors 

Flgure 4.2 illustrates the conceptual or prehmnary modified 
orgamzational chart of SNE The SNE would be made up of five 
members of a Board of Directors appointed either by the President 
or Lepslature, for terms of four or SIX years One of the five would be 
elected as Chairman either by the President or by his/her fellow Board 
Members, and w11 preside at regulatory decision-malung public 
heanngs and other formal sessions 

The Public Advlsor's Office, under the direction of the Board of 
Directors, ensures that full and adequate public participation is secured 
in all of the programs and proceedings of the SNE Measures for such 
participation include ensuring that timely and complete notice is 
dissemnated to all interested groups and to the public at large, 
advlsing such groups and the public as to effective ways of participating 
in the SNE's proceedings, recommending to the SNE additional 
measures to assure open consideration and public participation in 
energy plamng, site and facility certification, energy conservation, 
emergency fuel allocation proceedmgs, water resources allocation 
proceedings, tariff proceedings in all sectors, envlronrnental issues, and 
regulations 

The Public Advlsor's Office may be organized functionally in three 
separate umts or Sections 

The Secretanat/Docket Unit 
Consumer Maws Unit 
Intervenor Compensat~on Umt 

The Secretanat/Docket Umt is responsible for informng the public of 
all SNE meetmgs and heanngs Additional responsibilities include 
mamtenance of the formal records of SNE proceedings and the Master 
Calendar of SNE activities, and prowding servlce of testimony upon 
parties in SNE proceedings 

The Consumer Affairs Unit represents consumers who have problems 
wth utility compames under the SNE's jurisdiction When this umt 
receives a complaint, they wll take the issue up wth  the utility or 



FIGURE 4.2 
Prellmmary Reorganlzatlonal Chart of SNE 
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FIGURE 4.2 
Prellmnary Reorgmzatlonal Chart of SNE 

(Continued) 
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company and try to settle it informally in accordance wth the utility's 
tanff rules and SNE policies In addition to disputes, this umt wll 
answer all inquires from the public wth reference to the compames, 
tarlffs or other sources 

The Intervenor Compensation Umt ~ 1 1  provide free legal semces or 
funds to consumers who may not have the financial resources to file a 
legal complaint against the SNE, regulated compames, or utihties 

F~gure 4 3 illustrates the orgamzation of the Public Admsor's Office of 
the SNE 

Legal Counsel Office 

The Legal Counsel's Office, under the direction of the Board of 
Directors, promdes legal support to all SNE activities Responsibilities 
include participation in the processing of licenses for energy facilities, 
drafting regulations and orders relating to the SNE's statutory 
obligations in the fields of energy supply and demand assessment, 
energy conservation, standards and codes, and water resource 
development and allocation The Legal Counsel Office wll also be 
responsible for analyzing of legislation, and representing the SNE 
before the Congress and legislature 

The responsibilities of this office may be functionally diwded Into the 
followng four categones 

. Staff Legal Counsel in SNE Proceedmgs 
w Leg~slatwe Proceedings 
. Enforcement and Draftmg of Regulat~ons 
. Advlsory and Appellate Process 

F~gure 4 4 illustrates the funtional duties of the Legal Counsel's Office 

The Executive Director w11 perform duties at the direction of the 
Chairman of the Board of Drectors and in conformance wth the 
policies and guidelines established by the SNE The Executive 
Director's responsibilities w11 include, but not be lirmted to 
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a) continually evaluating and modifying staff programs and 
pnonties to meet the SNE goals, 

b) negotiating and discussing wth industry, utilities, central and 
local governments the successful coordination and 
mplementation of regulatory programs, 

c) presenting staff proposals/evaluations to the Board of Directors 
for revlew and approval, 

d) meeting wth members of the public, representatives of vanous 
interest groups and utility liaisons to ensure the flow of 
information regarding current SNE programs, 

e) overseeing daily operations of the dimions and the Director's 
Office staff functions 

All Divlsion Chiefs wll report to the Executive Director of SNE 
Flgure 4 5 illustrates the orgamzation of the Office of The Executive 
Director 

PoIlcy And Program Research Dlvlslon 

The Divlsion of Policy and Program Research is a group of 
professionals ulth diverse, multidisciplinary backgrounds who w11 have 
the followng five major areas of responsibility 

Analyses and evaluation of exlstmg and proposed programs and 
man projects, 

Evaluation of impacts of national and international pohcies 
affecting production, processing and use of fossil fuels and other 
energy sources, impacts on transportation sector, and 
development of p o l q  and program recommendations in areas 
where the SNE has general energy analysis, plamng and 
advlsory responsibilities, 

Analyses of changes or trends m regulation of envlronmental 
and water use pollcies and development of procedures 
integrating envlronmental assessment w t h  policy, planmng, and 
project approval processes, 

Development of new Standards and Codes for energy 
conservation, safety and envlronmental health hazards , 
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e) Supemsion, mtegration, and publication of Biemal Status 
Reports on a) Electricity, b) Water Resources, c) 
Transportation, d) Telecornmumcation, and e) Environment 

The responsib~lities of this Divlsion may be functionally divlded into 
the followng two offices 

Pollcy and Program Office 
Research and Specla1 Stud~es Office 

The Policy and Program Office wll have the followng respons~bilities 

- Interdisciplinary policy analysis (e g deregulat~on pollcies for 
telecommumcation, electncity and transportation), 

Penodic revlew and cntique of SNE pohcies, programs, and 
procedures where circumstances are changing, 

Staff support to the Executive Director and Board of Directors 
for special limted term projects, 

Revlew and analysis of legslation, and regulations, and 

Representation of the SNE or Execut~ve Director before other 
rmmstrles, the Legislature, or Congress, as required 

The Research and Spec~al Studies Office wd1 have the followmg 
responsibilities 

Analyses and investigations of the status of the technologies for 
energy, telecommunication, water resources, and transportation 
for the cost-effective applications m Costa Rica, 

. Development of Standards and Codes for energy conservation, 
energy efficiency improvements, public health and safety, 

Drafting of new regulations for electricity, water resources, 
transportation, telecommu~llcat~on and envlronmental matters, 

Data Base management of electricity, transportation, 
envlronmental burdens, telecommumca~ons, water resources, 
and past financial performances of utilities, 

Penodic retrospective analyses of utilit~es' performance in 
techmcal, financ~al and envlronmental areas, 



FIGURE 4.6 
The Poky And Program Research Dlvislon 
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Special studies as required by the SNE to re-evaluate its 
policies and programs in the areas of revenue allocation, tanff 
design criteria, transportation, enwonmental emssions 
standards, and others 

F~gure 4.6 illustrates the orgmzational chart and functional duties of 
the Policy and Program Research Divlsion 

This Divlsion w11 be responsible for momtonng the implementation of 
SNE decisions relating to electric utihties This Dimsion m11 have an 
appropriate number of Umts or Sections for processing and analyzing 
all electricity related matters, including tariff deviations, and 
momtonng and oversight of programs in the followng areas 

Tanff, 
Energy Conservation, Demand-Slde Management Programs, 
Utlllty Plann~ng of Supply and Demand Forecasts, 
Alternat~ve Technology Applicat~ons 
Evaluatlon of Private Power projects; 
Fuel and Purchase Power Contracts Analys~s; 
Ratepayer Impact Evaluatlon 
Ut111ty Performance Monltormg 
Expert Testimonies, and 
Others as requ~red 

This Diwsion's staff w11 coordinates SNE activities in the electricity 
areas mth other Dimsions and wll promde expert mtness testimony, 
policy recommendations, and techmcal support in representing the 
SNE in regulatory hearings and before the Congress and Legislature 

F~gure 4 7 illustrates the preliminary regulatory duties of this Dimsion 

This Divlsion wll regulate all aspects of telephone utilities, including 
radiotelephone and cellular mobile telephones in Costa Rica 

The staff of th~s  Divlsion wdl remew all telecommunications utility 
tanff filings, problems associated wth customer connections, 
interconnection of customer-owned equipment, and other complex 



E
ne

rg
y 

C
on

se
rv

at
io

n 
P

ro
gr

am
s 

Su
pp

ly
 P

la
n

n
~n

g A
nd

 F
or

ec
as

ts
 

C
on

su
m

er
 I

m
pa

ct
 E

va
lu

at
io

n 
I 
Ic

l 

R
eg

ul
at

or
y 

C
om

ph
an

ce
 

C
on

tr
ac

t 
A

na
ly

se
s 

P
ri

va
te

 P
ow

er
 P

ro
je

ct
s 

- 

E
xp

er
t 

T
es

tl
m

on
le

s 

Sa
fe

ty
 A

nd
 O

th
er

 D
ut

le
s 
-
 

C
 z -I X
 

-
 



problems The staff w11 be responsible for analyses and development 
of generic cost of semce plans and monitoring utility adequacy and 
quality of semce It wll also oversee all compliance filings, both 
genenc and those requiring public heanngs, and wll provlde expert 
wtness testimony in the SNE's regulatory proceedings 

In an advlsory capacity, the Divlsion wll provlde techmcal assistance 
to the Legal Counsel and the Board of Directors by developing 
regulatory issues, addressing data needs, and assistingin the preparation 
of SNE draft decision in contested proceedmgs 

Figure 4 8 illustrates the orgamzational chart and main regulatory 
functions of this Divlsion 

Ennronmental And L~censing Divlsion 

The major responsibility of this Divlsion w11 be the envlronmental 
impact evaluat~on of industrial and energy projects, momtoring of 
envlronmental compliance and regulations, and the certification of 
electncal generating power plant sites and related facilities These 
facilities must meet the future energy needs of the country while 
ensunng that the actimties necessary to accomplish this function are 
consistent wth the required site specifications, in compliance wth 
envlronmental regulations, as well as economc, social, ecologcal, 
health and safety criteria that are mandated by the national and 
mternational laws 

This Dimion can be functionally dimded into the following three Umts 
or Sections 

. Licensing Un~t  . Engineering or Technical Unit 

. Compliance Unit 

The Licensing Umt wll be responsible for the supemsion and 
coordination of all applications for the certification of industrial and 
power facilities, and for the development, implementation, and 
maintenance of mdustnal, and energy facilities' licensing procedures 

The respons~bility of the Engineenng or Techmcal Umt w11 be to 
provlde the techmcal expertise necessary to revlew and evaluate 
information pertaining to a majority of techmcal areas in the 
application submitted to the SNE for certification This Unit will also 
be responsible for promding a techmcal evaluation of exlstlng and new 
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standards, as well as developing acceptable environmental criteria and 
guidelines for both the facility licensing process, and conducting 
speclfic research projects 

The Compliance Office w11 compile and evaluate all emsting and new 
regulations and standards which affect the design, construction, and 
operation of all industrial facilities and electrical generating power 
plants, and wll develop for implementation inspection and 
enforcement procedures, as well as momtomg systems which wll 
ensure compliance wth those standards and regulations adopted by the 
SNE The staff wll also assists in the remew and evaluation of all 
applications for certification 

Flgure 4 9 illustrates the overall orgamzational chart and functional 
duties of this Diwsion 

The Transportation And Fuels Dnvslon 

The SNE is responsible for regulating transportation vehicles and 
prices of all petroleum denved fuels in Costa Rica This Diwsion's 
staff will regulate transportation rates, semces, and facilities, and 
promde automobile ermssion and safety certificates 

The main responsibilities of the Transportation and Fuels Divlsion wll 
be to secure public rates and semces which are just, reasonable and 
free of unlawful discrimination, enforce established rates, rules, 
regulations and statutory requirements, and collect statutory fees and 
issue licenses to operate safe transportation semces These 
responsibilities w11 be discharged through presentations in proceedings 
before the Board of Directors of SNE, and through admmstrative staff 
action 

The staff of this Divlsion, consisting of professional, techmcal, and 
support personnel, may be organized into the followng three umts 

Transportation Economics and Analysis Unit . Comphance and Enforcement Unit 
. Tanff and License Unit 

The Transportation Econormcs and Analysis Umt will momtor Costa 
Rica's transportation industry and recommend programsto promote 
safety and economc health throughout the transportation sector The 
staff w11 analyze and prepare reports on public transport pol~cy and 
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issues, urban transport issues, vehicle fuel economy, and forecasts for 
vanous fuels 

The Compliance and Enforcement urut d l  conduct comprehensive 
investigations to determne whether the semces performed and the 
rates assessed by the pubhc carners (bus, trucks, railways and airlines) 
and related businesses are in compliance wth the tariff requirements 
and SNE general orders This umt may be divlded into the followng 
four sections 

Comphance Sect~on 
Pnvate Veh~cle Sectlon 
Passenger Veh~cle Sect~on 

w Enforcement Sect~on 

The Tariff and License Unit wll permt and recommend approval or 
demal of formal applications for motor vehicle operating authonty 
This umt wll make recommendations on requests for tariff adjustments 
and it wll also have the authority to take admmstrative action to 
suspend, reinstate, or revoke operating licenses in response to non- 
compliance wth statutory and admnlstrative requirements l k s  umt 
can be functionally sub-dimded into the followng two sections Tanff 
section and License section 

The Tariff Section wll suspend faulty tanff and contract filings and 
analyze and approve applications for tariff increases sought by public 
carriers In addition, this section wll participate in public hearings m 
connection wth tariff matters The License Section wll analyze and 
process applications for carrier permts and Certificates of Public 
Convemence and Necessity It wll also rewew carriers' plans to 
comply wth various safety requirements 

Flgure 4 10 illustrates schematically the orgamzational chart and 
functional duties of this Dimsion 

The Water Resources Dlvls~on 

This Diwsion wll be responsible for the mplementation and 
enforcement of all water resource related regulations, including hydro- 
projects impact evaluation and sewer systems All water utilities' 
general rate increases, either by formal application or advlce letter, wll 
be processed by this Divlsion The staff wll analyze and make 
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recommendations on all rate matters and the level of water and sewer 
semces to all the regulated water utilities in Costa Rica 

The Advlsory and Compliance section of this Divlsion d l  provlde 
direct support in the areas of policies and procedures related to water 
quality, water supply, rate des~gn, legislative bill analysis, compliance, 
and traimng This section w11 also be responsible for mamtaimng the 
current water utility tariffs, which include the revlew of all water t a d  
and devlation filmgs 

This divlsion wll also be responsible for assessing and malung 
recommendations on applications for water nght sales and the 
purchase or transfer of water and irrigation utilities 

The main regulatory functions of this Divlsion wll include the 
following 

Piped Water Supply Systems, 
Tariffs, 
Quality Control, Standards, Design and Procedures, 
Sewer and Samtation Technologies, 
Flood Control, 
Waste Stabilization, 
Irrigation and Hydro projects, 
Regulatory Compliance, and 
Momtoring of Soil Erosion and Sedimentation Problems 

While we have included the water regulatory function in the new SNE " 

orgamzation, the audit team is not convinced of the viability of 
developing and maintaimng sufficient expertise wthin SNE in this 
cntical area With an orgamzation such as SENARA havlng certain 
revenue generating functions, and much more expertise than SNE, it 
may be wse to examne the potential for relocating this regulatory 
funcoon 

Regulation of the water sector is complex and should be subjected to 
a separate evaluation wth expertise specifically qualified in this area 
The potential for stream-hung SNE and reducing its financial burden 
has merit and should be investigated SNE is now under-staffed and 
under-equipped m this regulatory area Creating redundant 
capabilities wthin SNE would be counter-productive to the national 
financial and economc interests The audit team recogmzes its own 
hmted ability to make firmer recommendations in this sensitive area 
It does, however, recommend that the appropriate expertise be brought 
in as soon as practicable It is not unusual to have separate electricity 
and water regulatory entities 
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F~gure 4.11 illustrates the vanous regulatory functions of this Divlsion 

External Fmance And Audlts 

The primary function of this Divlsion would be to act as a 
techmcal/financial advlsor to SNE Directors, Legal Counsel, and the 
SNE's management staff on regulated utilities finance matters 

This Diwsion would also conduct financial compliance audits, perform 
special audits of electnc utdities, water utilities, telecommurncation 
utdities and other regulated comparnes This Diwsion wll  rewew all 
project financing arrangements as they relate to and affect the financial 
performance of regulated utilities Compliance audits of utilities w11 
be conducted to assure compliance that specific orders relating to 
accounting or financial matters in various SNE decisions are being 
carried out This Divlsion may be functionally divlded into the 
followng three Umts or Sections 

. The Flnanclal Oversight Unit . Auditlng and Compliance Unlt 
The Financial Records Un~ t  

The Financial Records unit wll be responsible for preparing, 
disseminating, obtaining, filing, and maintaining official custody of the 
financial reports and other related documents required to be filed by 
regulated utilities and transportation compames under the jurisdiction 
of SNE 

Figure 4 12 illustrates the regulatory functional duties of various unlts 
in this Divlsion 

Internal Administration D~vlslon 

The Internal Admnistration Divlsion wll support the SNE as a whole 
by provlding a full range of adrmmstrative, business, and office services 
required to accompl~sh the primary responsibilities of meeting the 
goals of the SNE 

This Division may be functionally divlded into the followng SIX Umts 
or Sections 

. Ofice of Fiscal and Program Support Services. 
Of'fice of Business and Technical Serv~ces. 
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Personnel Office 
8 Computer Systems Office 
8 Contract S e ~ c e s  Office 
8 Program Planning and Evaluation 

As an integral part of the Division, all above umts wll have a wde  
vanety of staff functions and promde general support for the SNE 

OjjZe of F w d  and Program Support Semes 

Accountmg Ofice - mainta~ns fiscal records and prepares 
expenditure reports to assure fiscal control and management of 
the SNE budget On an as needed basis the Accounting Office 
w11 record costs by project level 

Budget Office - prepares, executes, and momtors the SNE 
budget On an ongoing basis, the Budget Office maintains 
position control through the Request for Personnel Action 
procedures, maintains control of equipment and travel 
expenditures, and analyzes and makes recommendations on 
current and projected expenditure levels and workload 

Management Analysis Ofice - is instrumental in the design and 
implementation of procedures m admmstrative areas 
Additional responsibilities are the maintenance of the SNE 
Admmstrative Manual and coordination with the governmental 
agencies 

W c e  of Busuless and Techrucal Smces 

L~brary - promdes prelimnary reference assistance, operates a 
routing system for incomng periodicals, and provldes an 
interlibrary loan semce 

Central Office Services - provldes general and supportive 
semces to line and staff orgamzations in the areas of typing, 
transcription, reproduction, forms des~gn and control, 
mail/messenger, photocopymg, publication and records 
management 

Computer Systems m e  

The Computer Systems Office designs and implements data 
processing systems to meet SNE needs It is responsible for 
providing consultation involving EDP and Local Area Network 
operations, functiomng as an interface between the various 
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departments in SNE, and representing the SNE in EDP 
negotiations 

Contract Services w e  

The Office of Contract Semces is responsible for the legal 
renew of Contracts and Grants wthin the SNE 

wee of Program Plmnulg and Ev-n 

This office develops and unplernents systems for planmng and 
reporting SNE actiwties, rewews and evaluates SNE proposed 
program plans, momtors actual, as compared to planned 
performance, and assures development of work plans for new 
SNE actiwties 

The Personnel Office is responsible for developmg and 
maintaming the Cornmlssion's personnel actiwties, identifymg 
the training needs of each organizational umt, and developing 
the SNE's action plan for the employer-employee relations 
program 

F~gure 4 13 illustrates the orgamzational chart of various umts or 
sections of this Diwsion 



SECTION 5.0 TRAINING AND PROFESSIONAL DEVELOPMENT NEEDS 

5.1 Background 

Dunng the revlew of SNE's regulatory actmties, the audit team also 
focused on the high priority issues of traimng and professional 
development needs for effective regulatory performance On the basis 
of the survey results and audit team members' discussions wth the 
SNE, it has been concluded that SNE presently does not have any 
policy that governs a staff trainmg and profess~onal development 
program to ensure the avadability of a sufficient number of qualified 
persons to fill all the vacancies m key managenal and professional 
positions SNE has not had the budgetary capabihty to fund extensive 
traimng activities Any SNE reform must address the overall financial 
position in such a manner that funds can be dedicated to traimng The 
audit internews also ind~cated that SNE has not adopted any formal 
process or procedure to address succession and replacement in 
plamng objectives Due to the budgetary constraints, SNE appears 
to be assummg that the regulatory functions which are essential today 
d l  continue to be essential although its jurisdiction is expanding The 
essence of a traimng and professional development program is to link 
staff potential wth the regulatory position's need 

A systematic and comprehensive approach to trainlng wll benefit 
SNE's regulatory functions in two ways First, a traimng program wll 
enable SNE to promde more effective regulatory semces in the short 
run Second, the SNE staff wll be able to respond more rapidly to the 
changing cond~tions surrounding regulatory actimties A formal staff 
traimng or human resource development program wll benefit SNE in 
the followng ways 

w It wll ensure that management, techmcal, and adrmmstrative 
slulls necessary to fulfill the legislative mandates of the SNE are 
developed and retained urlthln the orgamzation, and 

It wll optirmze the opportumty for personal development and 
work satisfaction among individual staff members 



The above issues, as well as the other findings of the audit, are 
discussed in more detail in the followng sub-sections 

5 2  Some Performance 
Issues 

Dunng the NRECA's audit, most of the SNE managers agreed that the 
regulatory functions under their jurisdiction should operate at higher 
performance levels They could mprove performance by incorporating 
proper traimng programs, but may not be able to do so for the 
followng reasons 

. Staff members do not have adequate computing tools (1 e , 
computer hardware and software), and consequently the 
processing of regulatory filings is slow and takes more man- 
hours 

8 SNE staff is provlded mth an inadequate number of vehicles or 
methods of transportation and often have to walk or take public 
transportation 

The SNE lacks adequate measuring instruments and other tools 

Ikrhtubonal and Human Factom 

Staff does not have adequate acadermc backgrounds or trairung 

rn There are not enough staff members to enforce all regulations 
effectively 

Regulatory functional duties are not well defined 

8 Utilities are techmcally and politically stronger Enforcement of 
a regulatory compliance plan w11 inewtably bring SNE staff into 
conflict mth the staff of regulated entities 

8 For comparable jobs, salary levels at SNE are lower than the 
utilities 

The above factors certainly limt the performance level at which SNE 
staff can operate Traimng programs, des~gned only to help staff 
overcome their techrucal limtations, overlook the institutional 
constramts that managers, staff and departments face For example, 



low salary scales or frequent turn-overs are untouched by tramng 
programs Furthermore, the absence of effective regulatory compl~ance 
1eg;lslation w11 inhibit the performance of SNE staff 

5.3 Developing Tramng 
Strategy 

SNE management's attitude is crucial to the quality and efficiency of 
its tramng and professional development program Being a long-term 
actwty and often competing wth short-term techmcal and budgetary 
constraints and lirmted manpower resources, a staff tramng and 
professional development program wll require top management 
support As an essential component of SNE's regulatory activities, a 
staff trainlng program should be orgamzed to meet the followng 
requrements 

8 Programs should be based on an assessment of the regulatory 
functional needs and developed in line wth  the orgamzational 
objectives 

8 Programs should comprehensively and systematically enhance 
the shlls needed by SNE management, engineers, economsts, 
and admnistrative staff 

8 Traimng programs should be developed in phases The most 
critical regulatory functions and related analytical capabilities 
of staff should be addressed first 

Appropriate tools and equipment should be an integral part of 
the traimng program (for example computer software and 
hardware) 

To develop a successful traimng and profess~onal development strategy 
at SNE, the followng issues also should be carefully considered 

8 Determine which regulatory functional constraints can be most 
successfully addressed through traimng 

8 Identlfy the trainmg, tools, and equipment needs of specific 
categones of managers, staff, and others 

8 Deterrmne the logical sequence of traimng segments and create 
an appropriate schedule, 



Integrate traimng into the budget process 

Plan for follow-up, momtonng, and evaluation of tralmng 
investments 

Categories of Training and Professional Development Programs. 

Extensive efforts should be directed towards the development of 
traimng programs aimed at increasmg the regulatory funct~onal slulls 
of all professional staff and enhancing all admmstrat~ve areas The 
traimng and profess~onal development program should encompass all 
regulatory actlvlties to strengthen the performance of managers and 
staff The followng SIX types of traimng should be considered by the 
SNE in the systematic traimng plan development The distmctions 
among them are rather arbitrary and in some respects they overlap 

a) On-The-Job Tra~nmg 

The purpose of t h~s  type of traimng program IS intended to develop 
staff shlls at given levels of proficiency It may be deemed short-term, 
routme, contlnumg, in-house, or on-the-job tramng for exlsting or new 
staff members The objective of t h~s  type of traimng is to strengthen 
the techmcal sk~lls of staff when they jom the department or are to be 
upgraded This type of traimng program may be used to cert~fy 
continuing or increased staff profic~ency wthm the same career path 

b) Supemsed In-Service Training 

This type of traimng is the most effective means of upgrading the slull 
levels of indimdual staff To attain maximum success, the SNE must 
~dentify appropriate supemsors to promde the tralmng, and convey to 
supemsors and participants, alike, the importance the department 
attaches to on-the-job traimng 

c) Formal On-Slte Courses 

Formal on-site courses are often appropriate mechamsrns to strengthen 
ind~vldual slulls Formal on-site tramng courses can be provlded at 
SNE to rect~fy the specific slull deficienaes of a department or group 
of staff \nth sirmlar backgrounds and job assignments 

d) Workshops and Seminars 



Workshops and sermnars are less appropriate for individual traimng, 
but can be used to improve the effectiveness of department in then 
particular regulatory functional areas For example, a sermnar on the 
topic of "Regulatory Practices for the Disadvantaged", may explore the 
social policy imtlatives by the utihty regulators m vanous countries and 
therefore wll enhance the knowledge of the tanff department's staff 
in this area 

Workshops are an excellent way to tram managers and semor and 
mddle-level techmcal staff 

e) Study Tours 

Study tours are controversial traimng activlties because of then cost, 
limted participation, and potential for abuse SNE should consider 
study tours for the senlor management level staff who have the 
authority to begin the process of changing the work practice and key 
policies 

f )  Internships 

Internships, in effect, provlde extended i n - s e ~ c e  traimng wth another 
orgamzation SNE should consider nomnating jumor staff who are not 
in critical positions as interns in other regulatory institutions in the 
U S or Europe Internships can also be effective ways to train staff in 
new disciplines such as regulating environmental ermssions SNE 
should develop a program for a limted number of interns who can 
bnng new ideas and slulls, and interact productively wth other national 
or international orgamzations concerned wth utility regulations 

The development of a tralmng programcequires well-detemned goals 
by the management, and learnlng objectives which are derived from 
actual job requirements Professional traimng on different levels is of 
utmost importance for SNE's regulatory functions Semor level 
management development may utilize programs of a general character, 
but at the staff level the traimng should be adjusted to meet specific 
regulatory and admmstrative duties or econormc problems faced by 
the department 

Recommended Tramng Programs for SNE 

SNE traimng and professional development programs should cover all 
of the diverse regulatory activlties such as 

5-5 



Basic concepts in rate designs for electricity, telecommumcation, 
water, sewer, transportation and others, 
energy plamng and policy, 
energy law, econormcs, and management, 
the impact of energy conservation, standards and codes, 
envlronrnental laws and regulations, 
renewable energy options available to Costa Rica, 
project financing options, 
utility management audits, 
computer database management, 
Local Area Networks for rmcrocomputers, and 
mcrocomputer traimng programs for graphics, word processmg, 
and spread-sheets 

Some of the above semnars and workshops can be arranged through 
INCAE along wth an imtial SNE internal management retreat to 
develop an internal understanding of the SNE as it exlsts and the 
direction in which it is headed 

NRECA's recommended trainlng program is divlded into two phases - 
basic traimng courses which are of highest priority for professional 
development are assigned in Phase I, and all follow-up and advanced 
courses are identified for Phase I1 

In Table 5 1, a summary of all recommended training courses is 
presented 



Table 5 1 

Recommended Tralnlng Courses, Tools, and Equipment 
for the SNE Staff 

11 Tcalning Programs, Took I Objectlves I ~srget I  base I phase 

I! and Equnpment I I Group 1 . . . . .  I . .  . 1 . .  . I1 . 

11 A On Slte Formal Courses 

Course IS in three parts Part I deals wth costmg 
procedures Part I1 covers various tariff design 
theorles and policies Part I11 covers examples 
from various parts of the world and actual tarlff 
enforcement is discussed 

1 Electricity Costs and Tarlffs 

2 Margmal Cost Rate Design 

3 Regulatory Aspects of Energy 
Planning and Pohcy 

4 Utility and Industr~al Energy 
Conservation Programs 

The purpose of this course is to take the Tariff 
Department staff through each step of the 
margmal cost rate design process and discuss 
different methods that are avadable at each step 
The key steps Include (1) Estimating margmal 
generation costs, energy costs, and capacity costs, 
(2) estlmatrng margmal transmission costs, (3) 
estlmatlng margmal distribution costs, and (4) 
adjustmg margmal costs to equal cost of semce 
rates 

This course wll prepare participants to address 
and solve national and institutional energy 
plannlng problems m efficient and cost-effective 
ways 

Thls course wll help SNE staff identlfy electric 
and mdustrlal plants' techmcal performance and 
potentials for improving overall plant efficiency 
Plant energy audits, load shifting, and project 
plannmg are discussed 

Tarlff Department 
Senior Staff 

Tarlff Department 
Senior Staff 

- - 

Mid- to senlor level 
managers and 
energy planners 

Staff level 



Table 5 1 

Recommended Tramng Courses, Tools, and Equ~pment 
for the SNE Staff 

Tmning Programs, Tools I Qbject~ves 
and Eaul~ment I 

I critical for remlatorv functions 

5 Human Resource Development and 
Trainmg Management 

6 Evaluation of Private Power I 

Three phase learntng - appltcatton - rewew 
program wth primary emphasis on the 
development of knowledge and the skllls that are 

This course wll provlde guidelines for the 
engmeering, economic, financtal, and 
enwonmental evaluation of private power 
projects The course wll tram participants in the 
contractual and technical procedures required to 
develop and implement private power projects 

7 Ftnancing and Integrated Waste T h s  course wll provlde guidelines for front-end 
(Sewer) Management Faciltty recyclmg, waste mtnimizatton, incineration ash 

( disposal, and various waste recovery programs 
I 

Target Phase i Phase 
Group I I1 

P 

Managers and 
Personnel 
Department Staff 

8 Enwonmental Laws dnd Regula- 
tions for Electric Utilities 

Sewer Management 
Staff I X l  

The course wll provlde dectsion-makers w t h n  
relevant regulatory jurisdictions of the 
environmental consequences power projects 
The course wll also asstst in identifying 
enwonmentally sensttive issues 

Enwonmental 
Regulatory Staff 

X 



Table 5 1 

Recommended Tra~n~ng Courses, Tools, and Equ~pment - .  

for the SNE Staff 

Traming Fhgrams, Tools I Object~ves 
and Equ~pment I 

9 Computers in Management 

B Eau~arnent and Tools 

10 Personal Computers 

11 Software 

12 Audlo-usual and recordmg 
equipment for publlc hearlngs 

Thts course is Intended to develop an 
understandmg of the role of mlcrocomputer 
technology m management information systems 
It will show their usefulness in des~gnlng systems 
and supporting the planmng and decislon-malung 
process The course wll gwe participants the 
opportunity to garn hands-on experience and 
pract~ce ln creatlng programs to meet thetr 
lndivldual needs 

Procure adequate numbers of personal 
computers (PCs) for the professional and non- 
professional staff 

Procure an adequate number of software 
applrcattons in the followng areas 
(a) word processing 
(b) spreadsheet analysis 
( 4  graphics 
(d) relational database management 
(e) others 

Target I Phase 
Grouu I I 

All staff 

All staff levels 

To provlde adequate recording and presentations Board of Directors 
in the regulatory rule-making process I and SNE staff 

1 PC for 
every 5 
staff- 

members 

Phase 
I1 - 

PC for 
every 
staff- 

member 



Table 5 1 

-- 

Training Program~, Toots 
and Equ~pment 

13 Common Data Forms for electric 
utilities, transportat~on sector, 
telecommunlcat~ons, water 
resources, and other areas 

14 Issues in the regulation of electric, 
water, and telephone uthties 

15 Regulatory practices for 
disadvantaged customers 

16 Internships and Exchange Programs 

17 Study tours 

Recommended Tramng Courses, Tools, and Equ~pment 
for the SNE Staff 

Target I Phase 
I Groun I 1 

To ldenufy issues in terms of local enwronment I All staff 

To establish a regulatory data gathering process 
wth common formats and definitions for staff 
analysis of rate cases and other issues 

and regulatory policies 1 1 

All departments 

Identify regulatory institutions m other countries 1 Junior level staff in I 

Rationale and methodologes for desigmng rates 
for low-income customers 

All Tariff 
Department staff 

where sNE staff can be exposed to other 
approaches to regulatmg publtc utihties 

Phase 
I1 

all departments 

Attend workshops and conferences organ~zed in 
the U S by the National Regulatory Research 
Institute 

Semor level staff 
and managers 

X 



Training Programs, Tools 
and Equ~pment 

In-house self help traimng manuals 

Table 5 1 

Recommended Tralnmg Courses, Tools, and Equipment 
for the SNE Staff 

Develop audio-vlsual, multr-media tralnrng 
manuals in the followmg areas 
a Fundamentals of Utility Finance 
a Forecasting Methodologies 
a Regulatory or Legtslatrve Solutions to 

Open Access in Utility Semce Areas 
a Power Contracts 
a Technology Choices tn Renewable 

Energy 
a Cogenerat~on Projects 
a Petroleum Management Program 
a Environmental Traimng Course 
a Managmg a Natronal Petroleum 

Enterprise 
a Geothermal Exploration and Potentials 

rn Costa R i a  
a Successful Program and Project 

Management 
a Relational Database Management 

Systems 
a Fmance and Accountrng for Non- 

Financial Managers 
a Supervisory Success Skills 

Target 
Group 

All staff levels 

Phase 
I 

Phase 
I1 - , , , ,  , 

X 
X 
X 

X 
X 

X 
X 
X 
X 

X 

X 

X 

X 

X 



- 

5.6 Fmt  Step for the Trainlng Program 

To establish a strong traimng program such as set forth in this section, 
SNE could start wth an internal staff workshop to develop the overall 
scope and program plan The purpose of such a meeting would be to 

8 identify the areas of performance to be improved, 

8 establish current linkages between the pnonty areas of need, 
the management of vanous department, and the broader 
institutional and political environment 

8 descnbe the manpower and financial constrants involved in 
perfomng the broad range of regulatory functions 

On the basis of such a workshop, the SNE mght designate a small 
team of semor staff members to address each issue and implement the 
tramng and professional development program 



6 0 KEY ISSUES AND RECOMMENDATIONS 

6 1 BACKGROUND 

This section presents the identification of NRECA auditors' key 
issues and several recommendations regarding the orgamzabon and 
management of regulatory functions based upon analyses of the present 
and pending legislative mandates of SNE There were four major points 
of consensus which emerged from the NRECA's audit of SNE 

There are szgnzficant opportunztzes for zmprovzng regulatory 
functzons, eficzency, productzvziy, and lob satisfachon in 
the management and organzzatzon of the regulatory work 
at SNE, 

Tize present regulatory deczszon-rnakzng process LS not 
proactwe and transparent to the publzc, 

The regulatory process zs not truly a planned process 
although actzvztzes may occur on the same cyclzcal baszs, 

The current lob deszgns, tramzng, and avadabzlzty of tools 
and equzpment constrazn efforts at zmprovement 

The SNE Employees Umon and professional staff have independently 
prepared a report and recogmzed that there are significant 
opportumties for improving efficiency, productimty, and job satisfaction 
wth  regard to the management, operations, and orgamzation of SNE 
NRECA's audit team concur with most their recommendations and 
observations On a global basis, the audit team agrees that the name 
SNE is inappropriate and should be changed to reflect the much 
broader scope of its activities 



6.2 EVALUATIVE 
CRITERIA 

The focus of NRECA's evaluation was on legislative mandates and 
orgamzational issues as they relate to the SNE staffs' analytical 
capabilities Techmcal methods and systems were revlewed to the 
extent that they mght impact orgamzational performance and 
effectiveness The dynamc and complex nature of public utility 
semces require the occasional reorgamzations of regulatory agencies 
More specifically, regulatory orgamzations typically originate from an 
imtial legislative responsibility and continuously evolve as new laws and 
regulations are added to protect the envlronrnent and customers 
interests 

In evaluating the SNE organization the following key questions were 
posed 

a) Is the SNE's organzzatzonal structure logzcal and zs zt conductzve 
to meefzng legzslatzvely mandated goals? Are the mrsszons and 
functzons clearly defined and understood? 

b) Are znterfaces logzcal and well defined? Are there overlappzng or 
duplzcatlve responszbzlztzes between departments? 

c) Are staff leveki, both zn numbers and expertzse, appropnate and do 
they supporf the achzevement of regulatory goals? 

d) Wzat are the major operatzng zmprovements m ferns of staff 
traznzng and equipment? Can they be quantzfed? 

e) Are there major zncreases zn the scope of exzstzng functzons m the 
proposed re-organzzatzonal legzslatzon? Are there adequately 
framed professzonals to zmplement these addztzonal regulatory 
functzons 7 

The best interests of consumers, government, and employees of SNE 
wll be served only ~f the proposed organization satisfied the above 
cnteria 

6.2 1 Observations and 
Broad Perspective 

The most immediate problem, recognized by all, is the gross 
underfinancing of SNE One analysis shows that more than 97 5 



percent of the agency's 1990 budget was for personnel costs, labor- 
related court judgments for back pay and transfers to the public sector 
for employee social benefits, only 2 5 percent was left for office 
supplies, equipment maintenance and all other operating costs The 
1991 budget prowdes for c 500 mllion expenses and c350 mllion 
revenues Another look reveals that the operations regarding water 
regulations contribute very little revenue compared to their high cost 
of operation that contributes sigruficantly to the deficit 

This documented circumstance is due primardy to the inadequacy of 
the assessments lewed on the regulated entities Sources both internal 
and external to SNE (detailed in the final report) indicate that the 
assessments, which are calculated by the Comptroller General's office, 
are inadequate partly because of the lack of SNE's internal capability 
in cost accounting They apparently cannot produce the reports and 
documentation required by the government to justify a commensurate 
increase in the assessments The regulated entities are happy enough 
wth a weak regulatory agency, furthermore, they do not pay even the 
inadequate assessments in a timely manner, we were told 

It is simplistic, but apparently true, to say that the assessments to 
regulated entities are intended, by law, to support the agency They 
don't pay on time, the agency lewes interest charges for late payment 
and they still don't pay It is implied that, if assessments are increased, 
they won't pay those either Obwously, this is a governmental inter- 
agency problem since the largest regulated compames are state-owned 
(ICE and RECOPE) If SNE cannot enforce the authorized system, 
then a higher authority must do so 

It could not be determned exactly how assessments are set, ostensibly 
to produce revenue to cover the budget SNE could justify One 
method would be to set the assessment as a percentage of gross 
revenues to create a pool of funds from which SNE's justified and 
approved budget would be funded Any amount left over could revert 
to the general fund of the government Care should be taken to not 
let that amount become too flexible because it wll amount to a hidden 
tax on consumers (The proposed reform legislation says that SNE's 
revenue sources w11 be "inalienable," so the prospect of the central 
government's bleeding off revenue has been considered ) Also the 
percentage of gross revenues has been suggested (1 5% in one source) 
This method would index the revenues for regulation to the revenues 
of the compames, but a set percentage may have to be changed 
periodically or indexed to the rate of inflation until the economy is 
more predictable It is conceivable, too, that the same set percentage 
for all regulated entities may not be equitable However, if the basic 
funding is provlded by the larger compames, smaller entities (gasoline 



dealers, for example) could be charged a fee for semces, that is, pay 
a flat regulatory fee when they come into the agency 

This scenano is intended to support a recommendation that high 
pnority for aid be given to this mundane, but absolutely critical, need 
for internal infrastructure, namely, a computer and accounting 
software system deslgned to produce adequate data to justify the 
essential increase in assessments The specific needs can be easdy 
identified in the Comptroller General's office Three md-level 
functionaries reported that it can be done wth proper data and by 
"worlung the system" Neither the techmcal nor the managerial 
capability has been available Now the managerial capability is in 
place, the techrucal support system is still laclung A plan does exlst 
for revamping SNE's computer capabilities probably m Costa R c a  

It follows that an upgraded computer system wll serve many other 
purposes and functions However, experience wth orgamzations 
roughly the same size as SNE and of many dlversified functions leads 
one to admomsh careful evaluation of a centralized system (mainframe 
and work stations) and a decentralized system of personal computers 
networked to multlple work stations (LAN) wthin major departments 
of diverse nature The team tends toward the latter which implies 
that the immediate need for an accounting system should come first 
to produce the revenue Departmental needs surely are present, but 
wll take a little longer to implement because of the essential traimng 
of a larger number of people Then, too, orgamzationa decisions must 
be made in order to identify the specific personnel to be trained in 
certaln functions 

An essential by-product of regulation is the audit function There is an 
immediate need to properly define the appropriate audlt function of 
regulators It is NOT to do a routine fiscal audit to deterrmne, as 
CPAs say, if the accounting records fairly reflect the financial 
condition of the company However, that is what is being done by 
SNE auditors because that is what they know how to do Most of the 
regulated comparues are governmental agencies (1 e , ICE, RECOPE, 
rnunmpallt~es) They have internal audits, external Independent audlts, 
Comptroller General audits and SNE aud~ts All aud~ts do essentially 
the same thing However, ONLY the SNE audit can -- or should -- 
evaluate the appropr~ateness of certam procedures, allocations of 
demand costs to consumer classes and other expenditures Therefore, 
it is recommended that immediate traimng be provlded to SNE 
auditors on how to conduct an audlt specifically for regulatory 
purposes -- management practices, compliance \nth rules and 
regulations, appropriate and authorized rate implementation, prudence, 
adequacy of rates to yleld targeted rates of return, etc 



It probably wll be advlsable to contract outside auditors for the large 
utilities because staffing for this audit function may be impractical If 
proper penodic reporting is required of the utilities and enforced, 
such audits need not be any more frequent than every two years or so, 
perhaps longer Rate cases themselves wll  reveal much of the 
~nformatlon mentioned above, of course The need for management 
audits (better called cornpl~ance audits) is mtigated somewhat if the 
large utilities continue the practice of fihng a rate case every year 
The independent audit firm must be contracted by SNE and the cost 
of the audit paid for to SNE by the utility being audited Smaller 
utilities (cooperatives and municipals, for example) could be audited 
by SNE staff 

The improvement of the audit function as described above can do 
much to enhance the image of SNE wth the regulated entities and, 
more importantly, it will tell SNE what it needs to know As audits 
are done now, there is only a duplication of effort and no comparison 
of the duplicated efforts by various auditing agencies A conventional 
fiscal audit by SNE just is not appropriate or necessary 

One internewed municipal utility reported that the SNE auditors 
began the audit of 1989 operations in September, 1990, and flashed 
in February, 1991 By late June, 1991, they had had no report of or 
cornmumcation about the audit from SNE, nor had the general 
manager of SNE received any report 

A formal rate-filing package to standardize the applications as to 
information required should be developed The team has the 
impression that such a package does not exlst Its contents and 
requirements could be negotiated to some extent wth  the regulated 
utilit~es Discussion wth the regulated community is advlsable 
because very often regulators do not realize the burden imposed by the 
request for some data Then, too, SNE regulators need to become 
more specialized in what they need to know, therefore what to ask for 
Specific test-year guidelines should be established, usually the most 
recent 12 months preceding the application From our orientation in 
public power which often involves purchasmg power at wholesale (by 
cooperatives) for retail sale, it is believe an historic test year is 
preferable over a future test year (1 e , actual expenses versus projected 
expenses which tend to get inflated) 

While it may be appropriate in the Costa Rican econormc 
circumstance, the team has the impression that all utilities apply for a 
rate increase every year, some more often when circumstances warrant 
Generally, rate increases for electric and telephone utilities should be 



good for more than one year, however, there is something to be said 
for more frequent and smaller increases rather than the "rate shock 
of less frequent and larger increases 

It may be premature to suggest immediate projects in the area of 
personnel morale and internal orgamzation, but a discussion wth 
professional employees leads one to venture to observe that some 
actiwty in that regard may be advisable Of course, pay increases 
would be the first priority when possible through budget 

However, the classification of jobs is a great concern for many we 
were told that some non-professional employees are holding positions 
that should be occupied by professional-level people An exarmnation 
of the orgamzational chart and companson of hierarchical job 
relationships shows this to be true Also, some professionals of a higher 
academic level occupy positions wth many more personnel under them 
and are at a lower organizational level than seemingly lesser positions 
occupied by lesser-trained people It is difficult to assess objectively 
wthout more in-depth study, but the reason given for the situation is 
noteworthy The team was told that the situation exists primarily 
because of indiscrimnate and arbitrary assignment of people to some 
positions by prevlous management wthout regard for qualifications, in 
other words, people were stuck into slots just to fill the slot Having 
heard so much about the state of the orgamzation under prewous 
management, the team is persuaded that the situation merits attention 
soon A job reclassification project was approved by management but 
there was no money to fund it -- about $4,000 for an outside 
consultant It was recommended that consideration be given to such 
a project in the interest of demonstrating concrete action on behalf of 
the employees 

In the proposed reform legislation, as well as in present law, there is 
a prowsion to prevent conflicts of interest by directors and employees 
No one is eligible for employment by the regulatory agency if they 
have been an employee of a regulated entity in the prewous few years, 
nor can a director or employee of SNE become an employee of a 
regulated entity for one year after leawng SNE 

While the law should contain a speclfic confllct of interest proh~b~t~on,  
thought should be given to the fact that SNE wll compete wth other 
government agencies for personnel Unless other agencles have slrmlar 
post-employment restrictions, young profess~onals are likely to prefer 
to work for agencies other than SNE to avoid any such limtation The 
maln concern for post-employment restrictions is to prohibit the 
representation of a regulated entity before SNE by a former SNE 
employee in a matter which was their responsibility when they worked 



for SNE That could be prohibited for an indefinite penod Such 
post-employment restriction also should be llmted to SNE employees 
in decision-making capacity and should not apply to clencal or support 
personnel who did not have responslblllty for the regulatory function 
per se 

SNE has had an image problem for some time, although any regulatory 
body which 1s credited wth raismg rates of public serwces carnes a 
speclal burden However, it may be of benefit to the government m 
general and to SNE in particular to Increase the visibility of the 
regulatory function overall and of lndivldual rate cases as they occur 
That could be accomplished by adding to the proposed legislation (or 
by rule promulgated by SNE, if permssable) a requirement that each 
rate case be imtially advertised 30-60 days before filing (notice of 
intent to file) by the utility Then the imtial presentation of the rate 
application, along wth its justification, could be presented m a public 
heanng wth provision for pre-approved Intervenors to ask quesbons 
or request further information The perception and fact of more 
publlc input and participation in things that directly affect them wll  
create a degree of public trust in the process This wll admt some 
"bright light" of public decision-making mentloned earller in this 
report 

Therefore, it is recommended specifically that, to the extent practicable 
under Costa Rican law and custom, that imtlal public hearings be 
required for rate applications, prior notlce of intent to file for an 
Increase (how much and what impact it wll have on average 
consumers of all classes) and that all substantive decisions of the SNE 
Board of Directors which affect rates be made in a "final order" 
meeting accessible to the public 

Orgamzationally, SNE has problems that are well known, documented 
and confirmed from inside and outslde the agency There is no need 
to reiterate in detail the necessity for adjustments in the pay scales to 
equal~ze compensation w~th other governmental agencies Presumably 
that could be a direct result of solvmg the bas~c budget funding 
problem slnce SNE IS mandated to be self-sustaimng with no infusion 
of funding from central government That problem, however, is beyond 
the scope of this report and any assistance that may be forthcommg 
as a result of the audit 

Also well known and documented is the desperate need for traimng of 
exlsting personnel As mentloned earlier, specific training in how to 
regulate wll be treated by another member of the audit team While 



techmcal slull-trainmg is essential, the team believes that 
organizational slull-traimng also is cntical and that it would be a 
sigruficant mstake to omt  it from consideration 

It is recommended that consideration be given to promding m-house 
basic supemsory trainlng as part of an imtial personnel development 
program There is no need to go through conventional traimng needs 
assessments, just start from the begmnmg Imtial concentration should 
be on the supemsor level, regardless of the level of supemsion If 
this type of traimng is in the realm of possibility of potential 
assistance, a detailed orgamzational development plan could be 
formulated 

Some orgamzational ills are endermc and statutory and are known to 
management and employees alike The appropriate organizational 
structure wll require a change in the law (Principal reference is to the 
statutory provision for only two departments wth the directors named 
by the Council of Government -- or some central government agency - 
- and both of whom are members of the Board of Directors All new 
hires must be approved by the Board and while it likely is necessary in 
a government agency that the number of positions be set in budget 
and approved by the Board, the actual hiring is a management 
prerogative that should not involve the Board 

There also is some rather burdensome organizational "baggage" that 
management must deal with which probably is inherent in the Costa 
Rican system An assessment should be made by management of the 
possibil~ty of special government dispensation for reorgamzing the 
agency to accompany the proposed reform That, however, also is 
beyond the scope of thls report to recommend, we can only make the 
observation that two high-level department directors' being "on loan" 
to other government agencies just to get them out of the way, but still 
on SNE's organizational chart, is a significant burden to management 

A new organizational chart is being recommended by the audit team 
to more appropriately structure the agency to accomplish its regulatory 
function Some administrat~ve changes also should be considered The 
Human Resources office is responsible for traimng, pay adrmmstration, 
performance revlews, personnel records, recruitment, etc and its 
higher orgamzational value should be reflected in comparison wth the 
other support sermces under the Secretaria Adrmmstrativa department 
(purchasing, transportation, securlty and building maintenance, and 
pnntmg) 

It is recommended that Secretar~a Admmstrativa be renamed Support 
Servlces and that the mail, telephone and receptionist functions be 



transferred to it from Secretaria Junta Directiva, the team also 
recommends that Human Resources be moved to Plamficacion (an 
assessor office) and that the office be renamed Management 
Resources 

6.3 KEY ISSUES 

The identification of key issues is based on conclusions by NRECA 
drawn from discussions wth SNE personnel assoc~ated wth  regulatory 
activities, personal interwew wth each supemsor/manager, studies 
obtained from SNE sources, discussions mth all regulated entities, and 
an analysis of the pending legislation which descnbes in detail SNE's 
regulatory functions 

This section addresses the major issues identified during the study to 
improve the effectiveness of the SNE Since all issues appear to have 
considerable value in the improvement of the operational effectiveness 
of SNE, the audit team suggests that the SNE and legislature address 
these issues in the SNE's re-orgamzation Briefly, the weaknesses of 
SNE can be classified in the followmg areas 

. Procedural Issues 

. Regulatoly Functrons and Dutzes 

. ~muzatronal Structure 
Dafa Reportrng and AnaIyfrcal Studzes 
Lack of Trmnvlg Program and Equzpmenf 
Ejrfemal Relatzom (Public and Leplaf~re) 

. Budgetary Comtraznts 

Tables 6 1 through 6 3 summarize the team's identification and 
evaluation of each of the 18 lssues in the areas of procedural 
functions, electricity regulatory funct~ons and dut~es, and orgamzational 
set-up of the SNE Additional 16 lssues for the various other 
departments and staff trainlng needs are sumrnerized in Table 6 4 
Those issues scored "hlgh pr~or~ty" or "medium priority" constitute the 
largest subset of issues that the legislature must address when deciding 
upon the new regulatory procedures and structure of SNE Tables 3 1 
through 3 3 enumerate only low priority issues which must eventually 
be addressed but which may be postponed for the time being 

In the followmg section, individual issues presented in Tables 6 1 
through 6 3 are discussed, and recommendations are provlded for the 
resolution of issues by the SNE and legdative 



TABLE 6.1 

Regulatory Procedural Issues 

Publrc hearrng process for regulatory lssues 

Per~od~c rewew and cr~t~que of SNE's pol~cies, programs, and procedures where 
c~rcurnstances are changmg 

a 
Regulatory dec~s~ons by the SNE are not b~ndmg and final 

Intervenor Compensation Fund 
I I 

Need for evaluat~on of demand forecasts and supply plans I I I 



TABLE 6.2 

Issues Related To Electriaty Sector Regulat~ons 

Issue lasue Hish 
Nuinbw me Prloritf 

7 Energy Effic~ency Program 

8 S ~ t q  and Llcens~ng of Power Plants 

a - 
9 Ratc Desgn and Rnanc~al Analys~s 

TABLE 6 3 

Issues Related To Organ~zatlonal Structure of SNE 

lesue 
Number 

16 

17 

18 

Issue 
n u s  

Appomtment of Board of Duectors 

Publ~c Advisor Oflice 

Or~anuatronal performance and s t a f f i  

Hleh 
h.lwity 

0 



6.4 MAJOR ISSUES AND 
RECOMMENDATIONS 

This section consists of discussions of, followed by recomrnendations 
for, individual issues identified either as "high pnority" or "medium 
priority" for SNE's regulatory effectiveness Team recomrnendations 
stem from a remew of legislation, documents, and meetings held wth 
the SNE staff, managers, and all regulated entities This section 
orgamzes all recommendations into three categories It focuses 
primanly on the electricity sector as an example 

a) Procedural Issues 
b) Regukoy Funcfrons and Dufies of EZecfnaty Sector 
c) Oganrzafronal Structure 

In the followng sub-sections, recommendations pertaimng to these 
three topics are discussed individually 

6 5 PROCEDURAL ISSUES 

Issue 1: Regulatory 
Plannmg Cycle 

Background 

The plamng cycle for orgamzations like SNE should be based on an 
understanding of the institutions' mssion and developed from a 
comprehensive list of the regulatory entities needs The plamng 
process facilrtates the organization's ability to set prionties, deliver 
semces and measure performance For example, a determnatlon of 
revenue requirements or rate-increase requests can be planned on an 
annual basis wthin the regulatory process Simlarly, the development 
of energy policies relies on the accurate assessment of Costa Rica's 
future energy demand and it's abillty to meet that demand The SNE 
can recommend mnimum standards for utility forecasts and order 
utilities to submit, on a b~ennial basis, forecasted demand and supply 
plans for SNE's review and approval These planned cyclical 
regulatory functions of SNE will enable policy-makers and legislatures 



FIGURE 6.1 

Recommended 
Rgulatory Planning Qcle 

Annual Tariff Adjustment Process 

Month 3 
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Request for 
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Hearing 
Process 
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and 

Data Request 
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Rate Review 



FIGURE 62 
Recommended 

Regulatory Planning Cycle 
B~enmal Renew of Utht~es Investment Plan 

Year. 2, Month 15 

Staff Independent 
Forecast, Supply 

Plans, and 
lnvestment Plan 

Year 2, Month, 16 
Announcement of 
Publ~c Hearrng for 

Adoption of Forecast, 
Supply Plans and 
lnvestment Plan 

Year 1, Month 3 

Public Adoption 
of Data for 

Forecast and 
lnvestment Plan 

I Year 1, Month 0 

r U t ~ l ~ t y  Subm~ss~on 
of H~stor~cal  and 
Projected Data 

Year 2, Month 18 

Hearmg Process 
and Approval of 
lnvestment Plan 



FIGURE 63 

Recommended 
Regulatory Planning Process 

Private Power Project Certlficabon Process 
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to understand the consequences of SNE's periodic decisions that may 
Impact the country's economy, finance and public in general 

As an example, Figures 3 1, 3 2, and 3 3 illustrate the regulatory 
plamng cycles of three key functions - annual tariff adjustment, the 
biemal remew of utilities investment plans, and the private power 
project certification process 

Recommendat~on : 
The SNE should ulentrfi all ds cyclzcal regulatory functrons and develop 
a re~lafoly procesnng plan for fhese funaions wrfhuz the contat of zfs 
currenf regulatory duaa mrd leplahve mandates fur them or^ for all 
ofher functrons whzch are penodzc uz nature, regulatory processutg fune 
lunzts and semce level goals should be establuhed by the SNE 

Once semce level goals are set in a specific, measurable and time- 
phased way, they must be publicly announced Ambiguities should be 
cleared up, responsibilities assigned, and completion dates set 

Issue 2. Publlc Hearing Process 
for Regulatory Issues 

Background 

At present, the decision-malung process at SNE does not allow public 
participation or direct input from public All decision should be made 
in a public hearing process and public participation and representation 
should be encouraged The emphasis, to date, has been primarily on 
dealing wth the various news media and selected public officials The 
information needs of the public are not being met by such a program 
The SNE should cautiously take the followng steps over a specified 
time period to improve public participation in the regulatory process 

. Announce all heanngs and meefmngs m advance for publzc 
parfrczpafmon and znpuf, 

Place greater emphaszs on converfing technzcal terms znto a 
language the pubizc understands, 

Provlde publlc speaking and human relatlon tramzng to all SNE 
personnel who may appear before the public and news medza. 



Recommendatlon : 

Establ~h a Publrc A h o r  w e  to arslsfs people mterested ur 
pa?tuxpafmg m SNE pmceeduzgs In addrfron, thls ofice should be 
respomble for alerfvrg the S h E  to obstacles to publzc parhapation and 
proposrng effecfrve solutrons 

Issue 3: Penodlc Renew and Cntlque 
of SNE Policies, Programs, 
and Procedures Where 
Circumstances are Changmg 

Background 

Within its legislative mandate, there are no clearly defined goals or 
accountability standards set for the SNE This fact creates two 
problems First, by default, the responsibility for providing regulatory 
semces is bestowed upon SNE wthout adequate or proper legislation 
Second, congressional members and regulatory entities are themselves 
unsure of what level of junsdictlon or regulatory authority the SNE has 
since there are no pre-established service objectives 

Periodic review of SNE's regulatory decisions and programs should be 
incorporated in the legislative process to 

evaluate SNE3 peqormance zn provzdzng regulatozy servrces, 

rnclude new programs or mod@ exzstzngprograms due to a change 
m czrcumstances, and 

to make SNE ultzmately responszble to the legzslature and the 
consumers for zts peformance 

Recommendatlon 

A penodzc revzew of SNEk perfomance mzd semce Zevel goah should be 
esfablahed by the legidatwe Once regulafory jimcfzorn cznd s m e  go& 
are set m a speafic, measurable and tune-phased way, mbzguzaes should 
be elunmated 



Issue 4 Regulatory Decmons 
by the SNE are not 
Blndlng and Flnal 

Background 

The SNE is responsible for processing formal applications for general 
rate increases, offset rate increases and attrition rate increases for 
energy utilities, water utilities, and telecornmu~~lcations The staff 
prepares, for the approval by the Board of Directors, decisions relating 
to utilities' applications for rate increases The Board of Directors' 
final recommendations in the case of electricity are then submtted for 
the final approval by the Mirusters of Energy and the President of the 
country Therefore, at present, SNE's regulatory decisions are not 
binding and there is no appellate process in the regulatory procedures 

The appellate process should be established wth the responsibility for 
reviewng petitions for rehearing of regulatory decisions and, if 
necessary, defending decisions on appeal to the Supreme Court of the 
country All of SNE's regulatory decisions should be binding 
However, if an SNE decision is challenged in an application for 
rehearing, an attorney from the Appellate Section of SNE w11 
independently revlew the case to determne whether there has been a 
legal error which would necessitate a rehearing If the SNE derues 
rehearing, the aggrieved party should then have the legal right to file 
a petition in the Supreme Court for a writ of revlew or mandamus 

Recommendation : 

The Congress should declare that all decmons whzch me adopted uz a 
publzc hemgprocess by the SNE Board of Duectom me b d m g  

An Appellate Section in SNE should be established for revlewing 
petitions for reheanng of SNE decisions and defending SNE decisions 
on appeal to the Supreme Court 

Issue 5 Intervenor 
Compensat~on Fund 

Background 

At present, SNE has a process to represent consumers who have 
routine problems with utility compames under the SNE's jurisdiction 
For major l~t~gation, some consumers may not have the financial 



resources to file a legal complaint against the regulated entities 
Additionally, if the complaint stems from the SNE's decisions, an 
intervenor compensation fund should be available to provlde legal fees 
and other expenses for the consumers to settle the disputed issues 
either legally in a court of law or informally in a public hearing process 
in SNE 

Recommendation : 

Establrsh an Infewenor Compmatron Fund or Fee legal s m e s  for 
finmrnaIry burdened consumers 

6 6 REGULATORY FUNCTIONS 
AND DUTIES ELECTRICITY 

Issue 6: Need for the Evaluation 
of Demand Forecasts and 
Supply Plans 

Background 

At present, SNE does not have the explicit responsib~lity for energy 
plamng and policy-mahng to ensure a reliable and econormc energy 
supply Every electrical utility in the country should subrmt to the SNE 
every 2-3 years a report specifying 5, 10 and 20 year forecasts on 
assessments of demand and resources for its semce area Such reports 
should include estimated peak loads, resources, and reserve margm 
for the forecasted period, exlsting and needed electrical generating 
plants and facilities, an estimation of the availability and cost of fuel 
resources for the forecasted period, an estimation of local and foreign 
financing requirements, and a description of projected growth 
influencmg increased demand for electrical energy and the basis for 
such projections 

The forecasts and supply plans w111 be reviewed and evaluated by the 
SNE staff according to population growth estimates, land use, 
transportation, econormc development programs, the environment, the 
public health, and the country's macro-economic impacts of power 
projects 



In a public hearing process, SNE should recommend and adopt the 
official forecasts and supply plans for the utilities 

The SNE should have fhe responszbzlzty for the evaluatron and adoptwn 
of of)?iczd electrrczty forecasts and supply plans for the electric utzlztzes 

Issue 7 Energy Efic~ency 
Program 

Background 

Various organizations and agencies in Costa Rlca have collectively 
engaged in energy conservation, end-use efficiency improvements, and 
load management activltles A large number of DSM programs have 
been identified, and substantial amounts of cost-effective energy 
savmgs can be realized in the short-term (wthin 5 years) and long- 
term (wthin 10 years) However, SNE does not have any staff, 
policies, or programs that are deslgned to ellmnate energy waste, 
Improve energy efficiency, reduce the level and rate of energy growth, 
manage electrical load patterns, and assist other government agencies 
lnvolved in transportation, construction, and land-use plamng 

Recommendation : 

The SNE should assess new energy conservatzon program opporfunra- 
develop new sfrafeges and projecfs fo zmplement conservatzon progranq 
and monzfor and d u a t e  projecf results 

Issue 8. S~ting and L~cens~ng 
of Power Plants 

Background 

A srgnificant responsibility of SNE is to centralize the revlew and 
perrmttlng requirements for new power facilities, includmg transmssion 
lines The applicant, either ut~lity or a private power producer, bears 
the burden of proof in the regulatory proceedings and should be 
entitled to a decision wthin a predetermned (e g one year) time 
period The SNE should also retam on-going jurisdiction over 



operating plants and appurtenant facilities to ensure that permt 
requirements are met 

To ensure that needed energy facilities are authorized expeditiously, 
safely, and in an environmentally acceptable manner, the SNE should 
evaluate and decide on power plant siting applications, momtor power 
plants to verify that they are constructed and operated in accordance 
with conditions of the certification, assist local governments in 
resolving major issues which may impede energy facility siting or result 
in adverse enwonmental impacts, and assess the enwronmental, public 
health and system reliability implications of energy resource plans and 
policies 

The SNE shouM have the exclusrve author@ to cerfrfu allpowerfacrlzaes 
(power plants mzd fransmzssron Iznes) uz Costa Rzca 

Issue 9* Rate Deslgn and 
Fmanclal Analyses 

Background 

The pricing of a monopollst utility provldes many problems The SNE 
has several choices, but only two are of interest The SNE can seek to 
set prices equal to marginal cost, or set prices equal to the costs of 
semce Historically the second method has been used Since by 
definition the costs of servlce involved are the utility's average 
accounting costs, the result 1s that total costs w11 equal total revenues 

Economcs teaches us that if we have a number of givens, including 
perfect competition, perfect information, freedom of exit and entry, 
etc, pnces wll be set at marginal costs Thls may not yet exist in Costa 
Rica, but it is an attainable goal 

The SNE staff must have the capability to actively analyze and 
recommend the improved and more efficient financial performance of 
regulated utilities in the followng areas 

Rate deszgn, revenue allocatzons to customer clmses, and mawnal 
costs of fuels and electnczty, 

Revenue requrrements for utzhty operatrons, 



Cost of capztal and rate of return, 

Fznanczal aids, 

Resource plannrng and caprtal budgets, 

. Electnc utzlzty fuel and purchased power costs, 

The reasonableness of costs and the rate-makmg treatment for 
major ddztrons to the rate-base such as large power plants, 

Prices and contract terms for small power producers and 
cogenerators, 

Special studzes on long-term financral eficzency, productivzty, and 
cost controls, and 

. Investrgatrons of subszdranes and ajj'ilrated interests 

Provzde appropnafe frmnzng propnts for the S h E  st@ ur the areas of 
ufrlzty rafe deszgn and financzal mzaIyses 

Issue 10 Environmental Regulat~ons 
And Compliance Mon~tor~ng 

Background 

An Article of the pending reorgamzation legslation for the SNE states 
that, "the SNE wll propose at the begimng of each admmstration an 
envlronmental pol~cy for public semces which provldes for savmgs, 
conservation, and rational util~zation of natural resources depending 
on the envlronmental Impact wh~ch any project defined m this law can 
generate, the SNE can impose extra changes in the pnces, tariffs or 
contnbutions for the development of such servlce " 

At present SNE does not have any qualified staff capability to evaluate 
envlronmental regulations and standards which affect the design, 
construction, and operation of all electrical power fac~lities, nor does 
SNE have the capabil~ty for inspection and enforcement procedures or 
monitoring systems wh~ch will ensure envlronmental compliance w t h  
standards and regulations adopted by the government 



Recommendation : 

Issue 11: Development of Renewable 
Energy Resources and 
Alternatwe Energy Technologies 
in All Areas of Production 
and Consumption. 

Background 

There is a growng international focus on the global environment 
Renewable energy and alternative technologies are growing in 
importance, and are most effectively applied when the regulatory body 
sets the rules The SNE should take the leadership role in the 
development of renewable and alternative energy technologies and 
fuels The SNE should create an economc and regulatory climate that 
encourages pnvate industry to join in partnerships \nth pubhc 
industries to develop alternative technologies to use renewable energy 
sources such as solar, m d ,  biomass and geothermal 

Recommendation* 

Esrablrsh an Altematzve Energy and Technology Developme& Program at 
S h E  The goal of SNE should be to make avmlable and promote the use 
of new energy systems whzch offer the most posrfrve economzc mzd 
emwonmental zmpacts Altenmbve systems ufrlrnng geothermal, 
@Is fiom bzomrrrs, and solar energy systems should be the prune areas 
of efforfs 

Issue 12 Energy Effiaency 
Improvement Through 
Standards and Codes 

Background 

It has been argued that the first step of an end-use energy conservation 
program is the adoption of appliance efficiency standards and building 
energy codes Standards and codes have a variety of benefits Because 
standards and codes can guarantee that energy consumption wll be 



reduced, utilities in Costa Rica can build fewer expenswe and 
envlronrnentally degrading energy production facilities The SNE 
should identify energy efficiency issues in each energy sector (1 e ,  
residential, commercial, industnal, transportation, and utility) and 
prepare a strategic plan to improve institutional capabilities to increase 
end-use efficiency via standards and codes This regulation effort may 
require techmcal assistance to establish institutional momtonng and 
enforcement mechanisms for appliance standards and building codes 

Recommendation : 

Prepare an adzon plan for developzng urstrfuaonal capabzlz fres for 
adopton and enforemenf of buzlduzg and applzance standard arui 
codes, 

Prepare leplatzon and regulatzons relded to the udoptzon, 
monztonng and enforcement of standards and codes m Costa 
Rzca 

Issue 13 Pnvate Sector 
Partxipation in 
Power Supply 

Background 

Until recently, Costa Rica appeared to be able to meet the projected 
demand in both the short and medium terms However, investment m 
the power sector is now increasingly constrained by the realities of 
public sector finance The national energy plan specifically states that 
pmately-financed power generation imtiatives w11 be considered The 
government of Costa R~ca  has also passed an amendment to the 
exlsting power law that allows private power projects of less than or 
equal to 20 MW to sell power to ICE 

The financing of private power facilities can lnvolve several entities or 
participants sponsors, utilities, banks, insurance compames, leasing 
compames, pnvate investors, vendors, construction firms, and 
government entitles The SNE should develop the staff capability to 
evaluate pnvate power projects to a) identlfy issues bearing upon the 
most promising forms of private sector involvement, b) ident~fy major 
criteria for successful private participation, together wth exlsting 
problems, and c) explore the relat~ve attractiveness of different types 
of investment to private investors 



Recommendatlon : 

Develop st@ capabzlztm to momtor and to evaluate the techrucal; 
economzc, andj?nmaal unplrcafrom of pnvate power prolects connected 
to the natronal gnd and m zsolated areas 

Issue 14. Energy Contmgency 
Plannmg 

Background 

Presently, SNE does not develop any plans to deal wth possible 
shortages of electrical energy or fuel supplies Electnc utilities, oil 
refineries, and fuel wholesalers or manufactures should subrmt to the 
SNE energy load curtailment plans or emergency energy supply 
distribution plans for the purpose of identifying priority loads or users 
in case a sudden interruption or shortage of electrical generation or 
petroleum fuel supply occurs If a serious energy shortage is likely to 
occur, the SNE shall make recommendations to the legislature to 
imtiate specific governmental action 

Recommendation . 
On a penodzc basrs (eg, every three yem) SNE should prepare an 
Energy Shortage Conhngency Plan and submzt to the leplature a plan to 
deal wzth emergency condraom m energy supply m Costa Rrca due to 
man-made or natural calamztzes 

Issue 15: Budget Constraints 
of SNE 

Background 

The SNE should explore addmonal revenue sources and evaluate the 
Ilkellhood of thelr lmplementatlon As a starting pomt, the additional 
revenue rmght be generated to relieve budgetary constraints from the 
followmg regulatory functions 

Peforrnzng emrssion tests and provzdzng vehzcle smog certzficates, 

Providing envzronmental compliance certzficates, 



Provzdzng Cerfficates of Publzc Convenzence and Necesszty 
(CPCN) for all comtrucfzon projects, 

Publzcatzon of energy and envzronrnental related databases, 

. Other Publxatrom, and 

Publzc Safety Inspectzons 

Recommendation . 
Develop addztzonal revenue generatmg regulatory funcfrons for the SNE 
It may d o  be posszble to consider the World Bank or IMF for a c c m g  
adpstmenf fundr that would be dedrcated on a one-frme b m  toward 
unpromg the firzanczal uzfegnty of SNE (eradzcatzng buzlt up debt) 
SNE3 plzght should be treated ar a nahonal level problem, and not just 
ar a local znstztutzonal one. It would also be helpful to grve SALE 
legrslated muscle to enforce payment for semces rendered to regulated 
entr fres, wth speczfic penaltzes for late or wztheld payments 

6 7 ORGANIZATIONAL 
STRUCTURE OF SNE 

Issue 16. Appomtment of 
Board of D~rectors 

Background 

The SNE is made up of a five member Board of Directors who are 
directly appomted by the President of the country The present 
process of appointing a Board of Directors does not guarantee 
suffment continuity of the representation of the fields of energy 
engineering, physical science, envlronrnental protection, law, or the 
public at large wlth changes in national government adrmmstration 
Five board members should be appointed from five distinct fields to 
represent all regulated entities One of the five directors may be 
either elected by his fellow D~rectors or appomted by the President as 
a Chairman of the SNE to preside at decis~on-making public hearings 
and other formal sesslons 



Recommendatlon: 

The Board of Drrecton shouId represent dl f i e l .  relevmzt to regulatory 
erthtzes and the public at large. Revrew the appovrfment procedures of 
Board of Duectors and theu requued background @Ific&ons. 

Issue 17. Public Advlsor 
Office 

Background 

The Public Advisor's Office, under the direction of the Directors 
ensure that full and adequate participation of the public is secured in 
all of the programs and proceedings of the SNE Measures for such 
participation include ensuring that timely and complete notice is 
dissemnated to all interested groups and to the public at large, 
advlsing such groups and the public as to effective ways of participating 
in the SNE's proceedings, recommending to the SNE additional 
measures to assure open consideration and public participation in 
energy planning, site and facility certification, energy conservation, and 
emergency allocation, and all other regulatory proceedings 

Create a Publrc Advaor m c e  uz the organzzafronal stmcture of SNE 

Issue 18 Organuational Performance 
and Staffing Requirements 

\ 
Background 

Currently, the Board of Directors and staff express their regulatory 
serwce needs in all areas of energy, transportation, fuels, hydro- 
resources, buildmg wring sermces, facility licensing, rate-malung and 
other areas of publ~c service There are no clearly defined goals set for 
the present organizational structure of SNE Furthermore, because the 
SNE has not defined a formal set of regulatory objectives against 
which to measure orgamzational performance, or establish a system for 
performance measurement, it is not always able to perform periodic 
functions, e g , evaluation of tariff requests, as effectively as SNE would 
hke The lack of stream-lined functional duties of staff has had two 
effects on the overall performance of SNE First, there 1s no well- 



Recommendation 

orgamzed basis for measuring and controlling staff performance 
Second, the attainment of high-quality responsive and comprehensive 
servlce level goals becomes increasingly dependent on an individual 
sense of responsibility and personal obligation, and not on 
orgamzational directive 

The SNE should determne whether the organization needs more 
professional staff, or a different staff rmx, to meet its legislative 
mandates Based on regulatory functional needs in the areas of 
rationalizing tariff pricing policies, macro-econormc impact evaluation 
of projects, environmental regulatory needs and other functions, and 
subject to the budget, the SNE might consider hinng additional 
professional staff 

Stream-luze mrd re-orgmuze SNE to zmprove zts regulatory 
pe$omance semce, mrd 

Conszder hmng of addraonal professzonal st@ uz the areas of 
envzronmental r eph ion  mrd macro-economzc analyses of project 
financuzg schemes 

6.8 SUMMARY OF OTHER 
ISSUES AND STRATEGIC 
RECOMMENDATIONS 

Table 6 4 lists dditional issues in the areas of (a) Utzlrty Database 
Management -Estadrstrca, (b) Trainzng Programs, Tools, and Equpment 
Needs, (c) the External Relatzons of SNE, and (d) Regulatory Functzom 
for Telecomrnunzcatzons - Control Telefonrco, and provldes strategc 
recommendations for implementation 

The relative prlorltles of the strategic recommendations are based on 
the perceived needs of SNE and the regulated entitles To provlde a 
basls for selectmg the appropriate level of pnonty, the followng 
cnteria were used to evaluate each recommendation 

Quant~tative Benefits 

- Improved performance levels, 
- Potential rate-payer benefits, and 
- Potential cost avoidance 



Qualltatlve Benefits 

- Meets challenges of changmg envlronrnent, 
- Contnbutes to effective management, and 
- Improves regulatory semces 

For each quantltatlve and qualitative benefit, a Hlgh, Medium, or Low 
classification was assigned to each recommendation All of the 
recommendations are likely to produce indirect benefits to which 
specific dollar values cannot easily be attached, but which wll result 
in more efficient and effective operations of SNE 

Three levels of prionty were assigned 

A - Essential that actlon on the recommendation be implemented 
immediately 

B - Recommendationwll materially contribute to performance, and 
specific actlon should be taken wthin sur months 

C - Recommendation wlll materially contribute to long-term 
performance, and specific action should be taken wthin one 
year 



Issue T~tle 

1 Common data format for 
reportmg utllity forecast and 
supply plans 

2 Histor~cal Performance Data 
- Operational 
- Fmancral 

Table 6 4 

Summary of Other Issues 
And Strategic Recommendat~ons 

The purpose of these forms and data 
submission is to document the 
utrhtles' supply plan that they see as 
most plausible for the plannmg 
period All utllttles w11 submtt data 
on a period~c basis (e g , every two 
years) whlch should be consistent 
wth the resource plan they wew as 
most hkely to occur In Annex D, a 
sample data form for electrlc utilittes 
has been prowded 

SNE has the responsibility for 
momtoring both the operational and 
financial performance of regulated 
utdities 

Quarterly performance data 
submission w11 allow SNE to monitor 
normal and unusual trends in the 
operational and financial 
performance of utllittes 

Recommendation 

Develop regulation for utilities 
to submlt demand forecasts and 
supply plans on a bienmal basls 
to SNE 

Develop common data forms for 
all regulated ent~ties 
- electnc utdlty 
- telecommunications 
- transportation 
- fuels 

Develop regulations for 
performance data submlsslons 

Develop formats for 
performance data m the 
technical and financial areas 

Quanti- 
tatwe 

Medium 

Medtum 

High 

High 

Medlum 

Medlum 



Issue T~tle 

3 Fuel Use Database 

4 Transportation Database 

- 

5 Enwonmental Database 

Table 6 4 

Summary of Other Issues 
And Strateg~c Recommendatlons 

At present, SNE does not mamtam a 
comprehensive fuel use data database 
for electricity, mdustry, 
transportation, and other users Thls 
database wdl enable SNE staff to 
perform independent fuel use 
forecasts by different end-use sectors 
and also to identify potential fuel 
substitution and energy conservation 
opportunities 

SNE n responsible for regulating the 
transportation industry to ensure 
public rates and semces that are just 
and responsible, and to enforce 
estabhshed rates, rules, regulations, 
and statutory requrrements 

Article 9 of the pending legislation 
requires SNE to monitor and enforce 
various envlronmental regulations 

Implement a fuel use database 
for all sectors 

Maintain a transportation 
database for privates 
automobrles, public buses, 
trucks, and others 

- -p~p 

Develop and maintain an 
envlronmental database for all 
major pollutants from electric 
utlhties and industries 

Medium 

Quail- 
tatwe - 
Hl& 

Medium 

High 



Table 6 4 

Summary of Other Issues 
And Strategic Recommendat~ons 

Issue T~tle I Rat~onale 

- - - - 

6 Perlodlc publicat~ons of 
performance and status reports for 
electrmty, telecommunications, 
water resources, transportatlon, 
and enwonmental conditions in 
Costa Rlca 

- 

The SNE should be a principal 
energy plannmg and pohcy-makmg 
institut~on The SNE is responsrble 
for protectmg the environment and 
the public health, safety and general 
welfare as they are impacted by the 
operations of publ~c u t ~ l ~ t ~ e s  Based 
on the findmgs of these technical 
reports, SNE w11 be able to 
recommend legrslat~ve, admmistrative, 
and regulatory actions to resolve 
energy issues and ensure a reliable 
future supply of energy for Costa 
Rica's citrzens 

Recommendatm 

Publ~sh biemal uttlity status 
reports on 
- electrrc~ty 
- telecommunications 
- transportatlon 
- enmronment 
- others 

High 



Table 6 4 

Summary of Other Issues 
And Strategic Recommendat~ons 

Issue Title 

Tramng Programs, Tools, and 
Equ~pment * 
Tralnlng programs for the 
professional staff 

At present, the SNE does not have 
any formal training program for the 
development of its staff The SNE 
Training Program should include 
courses for the professional staff 
wh~ch wll be offered periodrcally in 
Costa Rica, and one-of-a-kmd 
trainmg programs designed for 
specific regulatory functions All 
SNE training programs should be 
hands-on, practical, intenswe, and 
job-related 

Trarnrng is regarded by most staff as 
a means to advance wthin their 
department In add~tion to its 
personal value, sound staff training is 
very important to proper unit 
management and performance of 
regulatory funct~ons 

SNE should develop a budget for 
systematic training programs such as 
supemsed on-the-job training, formal 
courses, workshops, study tours, and 
internships 

- -  -- 

Recommendatron 

Set aside funds for continuing 
training programs 

Professional Staff 
Develop training programs in the 
followng areas 
(a) Seminar on regulation of 
public utrlities (electric, gas, and 
telecommunications), 
(b) Rate design, revenue 
allocations to customer classes, 
(c) Electric utility engineermg, 
(d) Semrnar on accounting and 
financial management, 
(e) Project economic appraisal, 
(f) Energy plannmg and pohcy, 
(g) Environmental regulatrons 
and project impact analyses, 
(h) Prlvate power projects 
evaluation, 
(1) Telecommunication ut~lity 
regulation, 
(J) Utility management audits 
and procedures, 

Quanti- 
tative 

High 

High 

I, 

I, 

I 1  

I, - 
I t  

11 

II 

I 1  

n 



Table 6 4 

Summary of Other Issues 
And Strategc Recommendations 

Issue T~tle 

1 T r m g  programs for the 
professional staff (Cont ) 

2 Tralnrng programs for non 
professional staff 

See Above 

See Above 

Recommendat ton 

(k) Water regulation and rate 
desrgn, 
(1) Telephone market structure 
analyses, 
(m) Utrllty regulatron and 
prlvatlzatlon 

Non-professlortal Staff 
Develop trarnlng programs rn the 
follow~ng areas 

(a) Effectwe utrlrzatron of mtcro- 
computers, 

(b) Relatronal database 
management, 

(c) Successful program and 
project management, 

(d) Basrc computer tramng for 
word processmg, spreadsheets, 
and graphrcs, 

(e) Frnance and accountrng for 
non-financial staff, 

(f) Supervisory success slulls, 

(g) Statrstrcal analyses and data 
management 

Quanti- 
tative - 

II 

I1 

- 

High 

11 

11 

I t  

Medlum 

Low 

Hrgh 

H1gh 

II 

II 

II 

Medrum 

Low 

H1gh 



Table 6 4 

Issue T~tle 

3 Computer hardware, software, and 
other tools 

Summary of Other Issues 
And Strateg~c Recommendations 

The SNE staff, at present, does not 
have adequate computer hardware 
and software to perform regulatory 
audlts and database management 
All professlonal staff should be 
equlpped wth personal computers 
(PCs) Addltlonally, SNE needs baslc 
audlo-vlsual equipment for regulatory 
presentations and publ~c hear~ngs 

Procure appropriate number of 
PCs and software for the 
professlonal and non- 
professional staff 

Procure appropriate audio-vlsual 
equ~pment for regulatory 
hearlngs and publ~c 
Dresentatlons 



Table 6 4 

Issue Trtle 

C External Relatrons 

1 Pubhc Relat~ons Programs 

2 Legislative Relat~ons 

Summary of Other Issues 
And Strateg~c Recommendatrons 

SNE's external relations generally 
take place on two levels (1) at the 
dec~s~on-makmg level through the 
actwe involvement of the Board of 
Directors m the legdative process, 
and (2) at the staff level between 
SNE staff and the general publ~c 
SNE currently does not lobby 
adequately by prowding inforrnat~on 
and new perspectives on issues 
impacting both consumers and 
ut~l~tles m regulatory process 

D~rectors should accompl~sh the h~gh- 
level lobbylng for the SNE on an 
indiwdual bass In general, lobbyng 
has two principal components (1) 
economlc tools for access to 
legslators, and (2) knowledge of the 
t~ming of legislatwe actiwt~es and 
related Issues that affect SNE 

Define the SNE's publ~c 
relations program 
- Make press releases more 
effectwe in announcmg news- 
worthy items 

Develop coordinated indiwdual 
efforts with other Boards of 
D~rectors m a strategic lobbyng 
plan 

Develop a system for answering 

repetit~ve regulatory questions 
from legslators and the public 

Quantr- 
ta tlve 

Medlum 

High 

H1gh 



Table 6 4 

Summary of Other Issues 
And Strateg~c Recommendatrons 

To maintain umversal telephone 
semce for all citizens, it IS essential 
to keep basic telephone rates at 
affordable levels It is also important 
that drastic rate increases not occur 
suddenly, adversely and unexpectedly 
affecting rate-payers Because of the 
importance of universal telephone 
serwce, the SNE should be required 
to undertake an annual survey to 
determme the percentage of 
residences that have telephones and 
the trends 

New technology for cost and trme 
monitoring now allows regulatory 
agencies to evaluate varlous rate 
design alternatives considering an 
interactwe cost allocation system, 
local measured servlce, and access 
charges paid by the cost causer The 
SNE must evaluate the impact of 
various rate design alternatrves for 
the rate-payer's benefit 

The SNE should be drrected to 
perform an annual survey of 
telephone semce If the 
percentage of residential servlce 
falls srgnificantly, the SNE 
should report this to the 
Congress wth specific 
recommendations to arrest the 
decline and increase the 
affordability of telephone semce 
in Costa Rica 

Evaluate rate design alternatives 
taking into consideratron the 
monrtoring technology and socro- 
economic issues of different 
consumer classes 

High 

High High 



Table 6 4 

Issue T~tle 

3 Retroact~ve rate makmg 

Summary of Other Issues 
And Strateg~c Recommendations 

Retroact~ve analyses of utiht~es' 
O&M and cap~tal expenses allow 
regulatory agencies to cr~t~cally 
revlew ut~htles' expend~tures, makmg 
sure the util~t~es prowde clear and 
adequate justifications for past year's 
expenditures and operating 
performance 

A varlety of efforts are needed to 
address the issues of serwce quality 
assurance and continumg growth 1n 
general phone systems and coln- 
operated pay phones Some of the 
strategtes to address these problems 
lnclude market uses of Improved 
technolopes and better O&M 
practices 

Implement "Reasonableness of 
Operat~on" proceedmg 

The SNE should revlew and 
publ~sh bienn~ally, a Customer 
Qual~ty of Servlce and 
Technology Status Report for 
the telecommunication ut~lit~es 

High 

High 



Table 6 4 

Summary of Other Issues 
And Strateg~c Recommendations 

The SNE should develop and 
encourage competition in the inter- 
exchange market and ultimate 
deregulation when substantial 
competition evolves Whde the 
desire to cultivate competition, where 
wable, is shared by many, it is not at 
all certain that a fully competdive 
structure will ever evolve in Costa 
Rica under the present regulatory 
condit~ons 

For competition to be workable in 
exchange markets, the inter-exchange 
technology must be such that 
economies of scale flatten out at 
some point to allow more than one 
carrier to operate profitably If 
economies of scale Increase wth 
usage (I e , wth costs per call 
continually declme as more calls are 
made), one dominant carrler can 
operate at lower cost and eventually 
drive out all competitors 

The SNE should mvestigate the 
present condition of the 
monopoly of mter-exchange 
semce in Costa Rica by the ICE 
to determine whether inter- 
exchange semce should be a 
natural monopoly under the 
current or foreseeable 
technology 

Quanti- 
tative 



Table 6 4 

Issue T~tle 

Summary of Other Issues 
And Strategic Recommendations 

- - -  

Intra-exchange semce is a natural 
monopoly, it is believed that ICE can 
more effic~ently provlde the semce 
than several entlt~es In l~ght of thls, 
SNE should invest~gate the 
customer's benefit from competltion 
in the mtra-exchange market 
However, compet~tlon, when 
introduced In a market that 1s a 
natural monopoly, can lead to waste 
and can complicate rate-makmg 
substant~ally 

* Assum~ng new funds can be obtalned for thls actlvlty 

The SNE should invest~gate 
customers' costs/benefits of 
competltion In mtra-exchange 
semce 



ANNEX A 

SNE AUDIT 
SURVEY 

FORM 



CUESTIONARIO DE AUDITORIA DEL SNE 
Jumo, 1991 

PROGRAMA DE EVALUATION DEL SNE 
A EFECTURA POR 
NRECA Internat~onal, Ltd. 

DEPTO. Departamento / Oficina 

Oficina 
Seccion 
Umdad 

Descnba Funclones Generales de la Oficma* 

Funclones Especificas de la Oficina: 

4 

b) 

4 

d) 

e ) 

f )  

g ) 

1. Niimero Total de Empleados de la Oficina. 

Cantidad de Profesionales 



Cantidad de No-Profesionales 

2 Nlvel Profeslonal de 10s Empleados - 

a) Aiios con la Oficina 

Menos aiios Promedio MAS antiguo 

b) Nlvel educac~onal 

Grado PhD Grado Master Bachdler 

Otros 

c) N~veles Salanales (Colones por Aiios) 

Miis Bajo Promedlo 

MAS Alto 

d) Programas de Entrenamento y Desarrollo 

3. Empleados no-profes~onales 

a) Nlimero Total de Empleados 

b) Anote las Func~ones Generales 

c) N~vel Educat~vo General 

d) Ncmero de aiios con el SNE 



Menos silos Promedio M& antrguo 

e) Nivel Salanal ( Colones por Aiio) 

Menor Promedio 

Mayor 

4 Paquetes computac~dn y Equlpos de computaabn para 
hacer su Traba~o 

a) Paquetes de computation 

b) Equipos de computaci6n 

5. Cuiiles son las dos pnondades que le ayudarian a cumph sus 
funclones mhs eficrentemente9 



ANNEX B 

TERMS OF 
REFERENCE 



TERMS OF REFERENCE 

AUDIT OF THE SERVICIO NACIONAL DE ELECTRICIDAD 

The aud~t team mll cons~st of three consultants. 

Robert Chronowslo-Aud~t Coordmator 
James Mornss-Inst~tut~onal Aud~tor 

Shibu Dhar-Techmcal Aud~tor 

The a u l t  team wll spend two weeks in Costa f ica  m n g  m San Jose June 15, 
1991 and departing June 29, 1991 They w11 work closely wth Leonel Fonseca, Executive 
Dlrector of SNE, and wll mtemew as many of the SNE staff members as necessary to form 
the a u l t  conclusions The audlt team m conjunction wth Leonel Fonseca wdl prepare an 
audit schedule wll assign speclfic mdivldual and team tasks The Audit Coordinator wdl 
be responsible for momtonng the progress of all the team and team member activities 

Each team member wll prepare an indlvldual component paper that wll be 
integrated to a final report by the AuQt Coordlnator or person designated by Paul Clark, 
Assistant Admmstrator IPD The team will meet wth the Instltuto Costamcense de 
Electncldad (ICE), Dlreccion Sectoral de Energa (DSE), the Mlnlstry of Energy, and key 
leplators to obtam a comprehensive picture of SNE wthin the Costa Rica energy sector 
and the national perspective 

Each auditor report wdl be structured so that from it an Integral personnel 
development plan, a software/hardware acquisition plan, and a new legrslative mandate plan 
may evolve If needed, a tralnmg plan, a finance plan, and an overall deh t ion  of SNE wrll 
be generated The audit results should provlde the Government of Costa Fhca, SNE, 
NRECA, or other orgamzatlons wth the appropnate matenals to proceed wth a systematic 
reconstruction of SNE as an up-to-date, regulatory entity capable of deahg  wth the 
complexltles of pnvate power in Costa Rica 

A draft of the mdlvldual reports wll be due m NRECA Washmgton one worlung 
week after departure from Costa Rica Drafts of the indlvldual reports wll be subnutted 
to Paul Clark and Leonel fonseca for rewew or comment The integration Into a smgle final 
report w11 be done after comments have been received from the two revlewers 

The audtors shall 

1 Identify the staff and techmcal capabilities of SNE as they relate to regulating utility 
semces in Costa Fhca, such items mcludmg, but not hrmted to 



TERMS OF REFERENCE 

AUDIT OF THE SERVICIO NACIONAL DE ELECTRICIDAD 

The aud~t team mil cons~st of three consultants: 

Robert Chronowslu-Aud~t Coordmator 
James Mornss-Inst~tutlonal Aud~tor 

Sh~bu Dhar-Techmcal Aud~tor 

The audt team wdl spend two weeks in Costa Rica amvmg m San Jose June 15, 
1991 and departing June 29, 1991 They d l  work closely wth Leonel Fonseca, Executive 
Director of SNE, and wdl mterwew as many of the SNE staff members as necessary to form 
the a u l t  conclusions The audit team in conjunction wth Leonel Fonseca wdl prepare an 
audit schedule wdl assign specdic mdmdual and team tasks The A u l t  Coordmator wll 
be responsible for momtonng the progress of all the team and team member activities 

Each team member wdl prepare an indivldual component paper that wdl be 
integrated to a final report by the Audit Coordmator or person designated by Paul Clark, 
Ass~stant Admstra tor  IPD The team wll meet wth the Instltuto Costamcense de 
Electncidad (ICE), Direction Sectoral de Energia (DSE), the Mimstry of Energy, and key 
legrslators to obtam a comprehensive picture of SNE wthm the Costa Rca  energy sector 
and the natlonal perspectwe 

Each audtor report wdl be structured so that from it an mtegral personnel 
development plan, a software/hardware acqulsibon plan, and a new leplative mandate plan 
may evolve If needed, a t r m g  plan, a finance plan, and an overall deh t ion  of SNE wd1 
be generated The audit results should provide the Government of Costa Rxa, SNE, 
NRECA, or other orgamzabons wth the appropnate matenals to proceed wth a systematic 
reconstruction of SNE as an up-to-date, regulatory entity capable of dealmg wth the 
complexities of pnvate power in Costa Bca 

A draft of the indivldual reports wll be due m NRECA Washmgton one worlung 
week after departure from Costa h c a  Drafts of the indmdual reports wdl be submtted 
to Paul Clark and Leonel fonseca for revlew or comment The integraoon mto a slngle final 
report w11 be done after comments have been received from the two revlewers 

The aultors shall 

1 Identlfy the staff and technical capabhties of SNE as they relate to regulatmg ut~hty 
semces in Costa R~ca, such Items including, but not lmted  to 



regulatory responsibdtties, 
power plants and transmssion h e  evaluation, 
siting procedures, 
fuel procurement pohcies and contracts, 
pnang of electncity and water, 
water allocation pohcies for imgation, mumcipal use, and hydro- 
electricity generation, 
telecommumca~on rules and rate-malung, 
tanff evaluation procedures, 
energy conservation and demand management, 
pnvate power project evaluation, 
ennronmental unpact assessment, 
energy demand forecasting capabdities 
energy contingency plamng capabilities, 
power projects financial Impact evaluation capability, 
implementation of standards and codes for energy effiaency, 
computer software and hardware capabhties, 
t r m g  needs 

2 Revlew SNE's regulatory responsibilities in all areas (electnc uthties, 
telecornmumcations, water resources management, fuel procurement and pncig,  and 
transportation) including rates, servlce, and safety Identify SNE's effectiveness in setting 
rates, regulating semces, and momtomg operational safety and quality Evaluate how, in 
carrymg out its mrssion, SNE solicits comments and other input from all parties affected by 
its actions, particularly from customers of regulated utilities 

3 Renew SNEs technical capabilities in order to identlfy SNE's present effectiveness for 
an Independent evaluation of electnc uthties demand forecastmg and mvestment p l a m g  
process The auditor shall revlew the followng techcal  areas, but not be h t e d  to them 

a) Demand forecasting The renew of SNE staff capabdity m demand 
forecastmg should consider the extent to whch the models and databases 
presently used could enhance the abihty of ICE to forecast/track trends in 
demand 

b) Investment plamng The renew of SNE's capability in investment 
planmng should consider the extent to which exlstmg regulatory arrangements 
reqwre SNE staff to evaluate ICE'S expansion program and the need for 
effic~ently deahg wth the growmg volume and complexity of power projects- 
both public and pnvate power--lt is requred to apprase The revlew should 
suggest any adjustment to present orgamzational and techmcal staffing, and 
trainmg that could improve SNE's regulatory structure 

c) Fuel Supply Arrangements The pnncipal objective is to identify the 
staffs capability in evaluat~ng present fuel supply arrangements and contracts 
If necessary, the revlew should make recommendations on how SNE's staff 



should evaluate fuel supply optrons for Incremental generabon by exlstmg or 
proposed power statlon projects 

d) Enwonmental Objecbves and Capab~hoes The aud~t should identlfy the 
government's objectlves related to power development and assoaated fuel 
~ndustnes and comment on the SNE's present capab~hty In evaluatmg these 
issues for power development projects 

e) Assessment of Revenue Requirements The objective 1s to revlew staff 
capabrllty to analyze ICE'S and/or pnvate producer's revenue requirements 
wth respect to 

e a m g  suffic~ent revenue for the ut~hty to meet ~ t s  finanad objectlves, 
compensation for d~stort~ons m the pncmg of electnclty substitutes, 
settmg Income dlstnbut~on objectlves, 
ensunng practlcahty and reasonable cost of a d m s t e m g  the new tmffs, 
computation of the marglnal economc costs of generatlon, transmslon and 

dlstnbut~on at different consumer categones over the tme-frame speafied 

f) Regulatory Proceedmgs and Deas~on-Malung Process The objectwe of 
thls sub-task IS to revlew all procedures SNE has set up ln the followmg areas 

how projects are proposed and what type regulatory proceedmg are 
required, 
0 what type of lnformatlon and advlce IS gven to members of the pubhc who 
may want to partlclpate m a formal heanng, 

the establishment of a Publ~c Advisor's Office m SNE that responds to 
specdic publlc questlons or provldes needed mformat~on, 

semce to the pubhc, consumers, and regulated ut~ht~es  

g) Orgmat~on ,  Management and T r m g  Rewew relevant duties and 
respons~b~ht~es of all techcal and non-techcal staff, departments, and umts 
related to the power sector, telecomm~~llcabon, and water allocat~ons 
Detemne the needs for 

staff tralmng, computer software and hardware needs, and provlde 
pnonues, 
0 define the specific charactenstics of the traimng, ~dentlfy staff to be 
mvolved, durat~on of the courses, etc trammg, ~dent~fy staff to be involved, 
durat~on of the courses, etc 

estimate funds to be allocated m the budget for the purchase of computer 
hardware and software and tramng program 

deterrmne the operating mefficlenaes and mter-orgamzat~onal bottlenecks 
~f any exlst under the present orgamafion Identlfy any essential functions 
that are not covered by the orgamzation 



design an orgamzational structure whlch wll fulfill all regulatory 
respons~bilitles whde e h a t m g  or rmtigatlng the mefficlencles and 
relabonshp bottle necks identrfIed above 

design a program for mplementatlon of agreed recommendations and 
estabhsh a tlmetable and budget 

h) SNE's Institubonal, Admmstrative and Fmanclal Capabhties The 
revlew should mclude 

revlew the orgamzatlonal structure and legslatlve mandate, 
revlew SNE's balance sheet, 
revlew current revenue-generatmg mechamms and projecbon compared to 

fiscal needs, 
revlew personnel pohaes for hlmg, promotion, termnation, etc 
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Translated By : Jlm Moms and Sh~bu B. Dhar 
NRECA Consultants 

DRAFT 

THE LAW FOR THE REGULATORY AUTHORITY OF PUBLIC SERVICES 

( TRANSFORMATION OF SNE ) 

TO LEGISLATIVE ASSEMBLY 

Recently I presented for the consideration of the Legislative Assembly the project 
for constitutional reform to be introduced for the Magna Charta, a new Chapter of 
economc grantees in the protection of the human rights of citizens 

As a part of this reform it is contemplated an action by a regulatory authority of 
pubhc semces charged wth  the protection of the interest and rights of the users Toward 
that end, it is proposed to convert SNE into an entity that regulates the provisions of public 
semces 

Already in 1969 I had collaborated in the elaboration and presentation of a project 
of Law (Bill) in these regards in mnd which was discussed under the number 4 171 and 
which was filed in the mddle of the 1970 as a result of an executive order However, in 
several of the areas of regulation and extension of the function of protection for the users 
there has been some progress but in an inefficient form and wth  loss of authonty and 
capacity of SNE 

SNE was founded by Law number 77 dated July 31, 1928 which decreed the 
nationalization of electnc semces and made the responsibility to the cited institution The 
wgilance of the utilization of those semces as well the development of plants greater than 
500 HP These legislation was the culmnation of an historic fight which came about to 
counter the abuses of the electnc compames by distinguished Costa Ricans of the Civlc 
League dlrected by Dr Ricardo Moreno Caneas and Mr Jose Victory and attorneys Alfedo 
Gonzalez Flores, Jose Joaquin Quiros and Ricardo Foumer among others 

It is interesting to note, to be later put forth, that in Article 13 of Law Number 77 
of 1928 it was established that the member of the Board of Directors of SNE would carry 



out their commtment wth absolute independent of the executive power and who would for 
that reason be the only ones morally responsible for the admmstration of the institution 

Later in 1941 the responsibilities of SNE were amplified by Law Number 258 dated 
August 18, 1941, putting under its responsibility everything related to the utilization and 
regulation of hydraulic power and electricity In 1942 a law was passed for water utilization 
in which it was reiterated that it would be the responsibility of SNE to dispose of the 
control, advantage, uthzation, governments, and vigilance over the water in the public 
domam 

After these three regulations, there has been no enhancement of the fundamental 
doctrine, objectives, functions, and basic orgamzation of the regulatory institution of our 
country Notvvlthstanding that since 1940s there have been fundamental changes in the 
provisions of public semces m Costa Rica 

As a product of these changes, new regulatory functions were assigned to SNE by way 
of legal disposition which upon being declared did not activate the philosophy and 
functioning of the public institutions Several legislative patches have tried to join new 
responsibilities to a legislation which would be responsive to very different social 
circumstances 

Departing from an imtial legislation in the 1940s in the area of nationalization and 
regulation of hydraulic forces and electricity across the years there were added some very 
delicate functions which were totally dissimlar to the regulatory orgamzation wthout being 
gwen legally the policies, objecaves, and institutional orgamzation , in order that they could 
really fulfill their functions in favor of consumers and Costa Rican economy 

Talung into account the capital mportance whch for the economy of the country and 
for the famly economy of the consumers of the rates, prices and fees which are charged by 
compames and public semce mstitutions, it is urgent and indispensable that in the shortest 
time there be studied and passed a modern and complete legislation which guarantees the 
state a true and efficient regulation of all public semces 

So, the functional mdependence of a regulatory entity wth respect to the executive 
power, clearly established in Constitutional law and seen as an indispensable conditions by 
its creator in 1928, it IS totally non-existence as practlce there after As a consequence of 
vanous legal and admmstrabve dlspositlon whlch have been taken by the office of the 
President of the Repubhc, by the Council of Governments, or by the economc councll, 
whlch hmt  the techmcal and functlonal autonomy of the regulatory orgamzatlon 

Without this techmcal and functlonal independence, the orgamzation losses its 
reasons for bemg because it is the superior poli~cal levels that take the tariff decisions 
based on other types of considerations It must be attained the maintenance of coordination 



which is indispensable, but wthout that sigmfymg to any degree a total submssion which 
as occurs in actuality, malung SNE a mere instance of a bureaucratic process 

In the same order of thmgs, the regulatory organzation mconvemently depend on 
direct payment made by the regulated compames So, between 2 or 3 institutions a high 
percentage of its budget is financed and brings serious mplications which can generate 
among the adrmmstrator and directors of the regulatory authority, a certam type of 
consideration towards those who contribute directly and immediately to their maintenance 

With the purpose of solvlng some of these situations so prejudicial, this project law 
is presented to transform SNE into the regulatory authority of public services, achievmg by 
that not the creation of a major bureaucracy or public expenditure, but an efficient entity 
that regulates and sets the prices, tariffs and fees of those public semces carried out by both 
private and state owned compames in a form ermnently techmcal and a guarantee and 
defense of the consumers and users 

LAW OF THE REGULATORY AUTHORITY OF PUBLIC SERVICE 

CHAPTER I 

CONSTITUTION 

There is created a regulatory authority of public semces named, in the present law 
the Regulatory Authority, by way of transformation of SNE which wll be an institution with 
public rights, wth complete adrmmstrat~ve and techmcal autonomy from the powers of the 
Republic, the Judicial branch and its jurisdictions, and w11 operate under the disposition 
established m this law and its rule as well as in complementary laws Its attributions w11 be 
adjusted to the guidelines of the national development plan 

The regulatory authority wrll have it head quarter In the aty of San Jose, although 
it wd1 exercise its functlon m all of the natlonal terrltory and can establish offices anywhere 
in the Republic 



The regulatory authority w11 exercise its functions and its attributions in relations to 
all public and pnvate compames responsible for the provisions of public semces referred 
to by the present law The assets and the semces of the mentloned compames that are not 
dedicated to public servlce wll not be subject to present regulation but must be registered 
in separate accounting, wthout prejudmng the common revenues and expenses which are 
consigned in accordance wth techmcal norms in such a manner that the distribution is just 
and does not cause prejudice in any form to the public semce actiwty 

The compames dedicated to the prowsions of the different publlc semces regulated 
by this law, be these pubhc or private, are considered concession granted for the speclfic 
activlty involved Due to this, they have no right to monopoly over same and w11 be subject 
to the limtations or changes that this law imposes 

CHAPTER I1 

PRINCIPALS AND FUNDAMENTAL OBJECTIVES 

The bas~c objective which will form the basis of all actlons of the regulatory authority 
is the defense of the consumers and the users of public semces defined In this law and 
those defined in the future Such defense w11 be referred principally to the tariff conditions, 
pnce, quality, dependabihty, quantity and conformty of the semces 

For the accomphshment of these objectives the regulatory authonty wll set tariff and 
prices which offer semce at cost which wll include only those expenses necessary and 
mdispensable for adequate prowson Included m the cost to be covered by the prices, 
tariffs, or fees, is one addibonal factor - the retribution of invested capital for those assets 
permanently dedicated to the public semce This retnbution, whether related to internal 
capital of the concessioner or credit resources, must be equivalent to the cost of financing 
in the national market industrial or commercial activities, according its nature, or in the 
International market when the resources are external Also, as a part of the cost 
deprecia~on of assets wll be included 

Costs of regulated compames which w11 not be accepted are those non-related to the 



prowsion of the corresponding public semce, nor the contributions and cost incurred in 
actmties unrelated to the admnlstration, operation or mamtenance of the regulated 
actimties, nor those which are not necessary to the provision of the semce In the same 
sense investment which are considered unrelated to the speclfic public semce to which the 
company or institution is dedicated w11 not be permtted 

Article 7 

The regulatory authority wll act in accordance wth a social policy of the tariff The 
prices, tanffs or fees of the public semces in so much as they affect or are basic to the 
f d y  well being of the users must be in accordance wth the social tarlff policy which 
regulatory authority must emt  and subrmt for knowledge of and approvable at the initiation 
of each admmstration The general guideline of this social policy should favor the 
consumers and users of lowest income, and as much in urban areas as in rural areas, and 
establish the basic levels of consumptions to which all Costa fican wll have a nght as part 
of m m u m  grade of quality of life 

Also, the regulatory authority w11 act in a form congruent wth an economc tariff 
policy The tanffs, prices and fees of the regulated public semces m this law can not be set 
lower than the cost of semce 

Subsides or prices w11 not be permtted which are contrary to the economc, financial 
equllibriurn of the compames or the national economy 

The tariffs submtted for the considerat~on and approval of the regulatory authority 
must be congruent wth the guidelines of the national development plan and wth the 
national social and economc policies The regulatory authonty w11 coordmate with the 
public semce compames the investment in and the financing of their actiwties to avoid 
excesses that provoke frequent or excessive tariff increases In all cases contracted debt 
semce and investment programs can not be reasoned for setting or elevating the tariffs and 
the prices which must be founded in cost as indicated in Article 6 

The regulatory authonty w11 not consider in its authorized tariff excessive cost of 
mvestment which are inappropriate for each public semce 

The regulatory authority wll propose at the begmng of each government an 
enwonmental policy for public servlces which provlde for savmgs, conservation and rational 
utihzahon of natural resources 

Depending on the enwronmental impact which any project defined in this law can 
generate, the regulatory authority can impose extra charges in the prices, tariffs or 



contributions for development of such semce 

The enmronment, economc and social policy of tariff must be formulated by the 
regulatory authonty and subrmtted to the knowledge and approval or executive power at the 
b e g i m g  of each government 

Without the approval of these general policies not new taras or prices can be 
authonzed However, once the policies are known and approved, the decisions only wll 
require the study and approval by the regulatory authonty after havmg been commumcated 
to the public accordmg to the rules of this law 

The policies must be presented by the regulatory authority to the president of the 
republic before the June 15th of the year of presidential election and must be approved by 
executive decree from the Mimstry of Econormc Plamng and respective mmstnes before 
July 31 of that year 

Article 11 

The Regulatory Authonty wdl have techmcal and admmstrative independence 
Except for the appoint of its director the Regulatory Authority w11 not be subjected to 
instructions or mandates in the exercise of the objectives and functions set by this law 

Equally it w11 be prohibited to receive any type of help from the regulated compames 
other than the assessment which this law establishes for the adequate financing of the 
regulatory agency 

No director, employee, assessor, stock holder, or relative to the thrrd grade of 
relation or affiliate of any stockholder director or member of the Board of the regulated 
compmes can be a director or employee of the RA Neither can members or employees 
of the execubve power occupy these positions Equally, no director or employee of the RA 
can gve any semce whatsoever to the executive power, other powers or institutions or 
regulated compames These prohibitions are to reman m effect until one year after the 
employees or directors premously cited have left the semce of the institution 

The Regulatory Authority w11 not belong to nor participate m comrmssions, study 
groups, meetings, or sirmlar orgamzation wth  regulated compames or other public entitles 
in any way which w11 llmt or impede the exerase of its autonomy or independence, or 
which would relate to matters which are in process of resolution or soon to be consulted 
about 



The Regulatory Authority w11 be responsible of an institution and its employee in 
a subsidiary manner for prejudices caused by its decision to comparues and consumers if 
issued by error, negligence or contrary to legal and technical norms which so regulate 

The Regulatory Authority wll exercise m the name of the state, the govemng and 
admmstration of all nabonal waters and power derived from them These resources are 
inalienable and will reman in the pubhc domain and wgilance of the state, and no 
concessionaire can alleged monopolistic or perpetual control of such asset 

CHAPTER 111 

RULES FOR CONCESSIONS 

Article 14 

All comparues responsible for public semces regulated by this law, including pnvate 
parties, who utillze national waters, must obtain a concession from the regulatory authonty 
which wll be conceded for a renewable period of 25 years 

All regulated public semce compames must obtam a concession from the Regulatory 
Authority and in those cases in which it is convement an exclusive territory of operation w11 
be fured No company can invade the area of operation of another company wth a 
concession, only if an express agreement in effect or the inability of the company as proved 
by the Regulatory Authority to converuently supply the necessities of the consumers 

The concession will remain subject to the respective special laws which are disposed 
in the rules of the present law and to the con&tions of the concession granted 

Article 15 

If the concesslonare IS a physlcal person and should die, the regulatory authority w11 
be Improved to the measure which impede the lntermption semce In like form they wll 
proceed in the case of bankruptcy or insolvent of the concessionaire, during which at the 
request of the authority, the judge wU take necessary measure to promde provisionally the 
conhnuity of semce 

In the cases of admmstration by judicial intervention, the Regulatory Authority must 



be taken Into account by the judge of the case for the effect of the interventions 

The concessions for the development of publlc utility semces do not constitute a 
monopoly The Regulatory Authority can grant concession to other persons, compames, or 
utilities when the demand for semces justify such or the same can be offered under better 
conditions for the user 

In the prewous cases, the concessionaire has the obligation to accept interconnection 
of semces or coordmation of schedule wth the new concessionaire 

The asset destined for the provisions of a public semce must be insured against those 
risks which the regulatory authority deemed convement 

The concession wll estabhsh in each case the rights and obligations of the 
concessionares for the development of national asset or pubhc semce wth the goal of not 
damaging the principal use of these asset nor rights of thud partles legally acquired 

Obligations of the concessionaires 

a) mantam the installation and equipment in good order and conditions to no 
constitute danger for persons or houses nor to cause interruption of semce 

b) to supply opportumty to the Regulatory Authonty all into related to the 
provision of the semce 

c) to carry accounting register of operation in compliance wth this law 

d) to fulfill the disposition dictated by the Regulatory Authority wth the goal to 
Improve the development of the semce 

In those cases rn whrch the development of a public semce can cause damage to the 
rrches and natural resources of the country, the Regulatory Authorrty can requrre the 
rnterested party to present an environmental impact study The respective of MIRANEM 
w11 be the orgamzation responsible for the analysis, study and approval of said evaluation 
and also w11 rermt a resolution to the interested party and to the Regulatory Authority 
wrthn the m a m u m  of 3 months 



By evaluation of environmental impact is understood the scientific-techmcal 
procedures which p e m t s  the identification and predetermnation of the effect on the 
envlronrnent and that an action or a specific project d l  cause, questiomng it and proposing 
recommendation 

The evaluation of environmental impact should include a legal declaration by the 
submtters that the submtted information and the evaluation is really true It should 
include the academc qualifications, technical experience of the professional who as an inter- 
disciplinary team have prepared the report 

The interested party would present an envlronrnental Impact study that is not 
sigmficant when demonstrated before the Regulatory Authority that the action or the project 
by its own characteris~cs or by the site where it is to be implemented w11 not produce 
adverse impact of importance 

The evaluation wll be applicable to all proposed projects by staffs that indimdually 
do not require these type of evaluation but in conjunction could have a sigmficant impact 

The cost of the evaluation wll be paid for by the proposer also persons who are to 
be chosen to do the study should have the approval of MIRANEM 

Concessionaires can't during the concession remove equipment or installation that 
are indispensable to the public semce wthout the expressed authorization the RA 

Also, once a concession is terrmnated for whatever reason, the equipment, properties 
and installation which are indispensable to providing the service can be acquired by the state 
wth compensation to the owner The RA by way a future concession can adjudicate these 
equipment, installation and properties to a new concessionaires 

CHAPTER IV 

FUNCTIONS AND POWERS 

For the fulfillment of its functions, the RA wll have the responslbillty for complete 
regulation including pnces and tanff of the folloullng public semces 

I) provision of electnc energy by compames wth public caprtal, prrvate or m e d  



capital, regardless of the business from that they legally have 

semces of telecommumcations by compames of pubhc capital, private or 
rmxed of whatever busmess to whom a concession has been given for the 
development of these type of activlty 

prowsion of portable water, recollection, treatment and evacuation of black 
water (sewer), industnal waste or rainwater, prowded by either public or 
private compames 

prowsions of fuel denved from petroleum in all of their stages of importation, 
refmng, stormg, transportmg, and fuel distribution to the consumer, whatever 
the type of busmess--so long as the monopolistic structure of this actiwty is 
maintained 

The contract between the regulated compames and distributors of the respective 
semces must be prewously approved by the regulatory authonty 

The Regulatory Authority w11 get pnces, tariff and fees, know and resolve complaints 
concermng these resources, revlse and revoke concemng the followmg the public semces 
whose techmcal and adrmnlstrative regulation wd1 continue to be the responsibility of the 
institution actually designated for the semce 

When complamts are presented by users or orgamed groups, they wll be subject to 
these law 

1) public semces of transport paid for by persons, land, air, sea, and river, 
railroads and national and international semces are included, and 

ii) required or obhgatory insurance under INS 

It also w11 be responsibility of the regulatory authority to set pnces, tariff, and fees 
of other public semce activlt~es which benefit or affect consumers ~ncluding regulation of 
quality, quantity, and dependab~lity m the provlslons wh~ch in the future IS legally gven For 
each specific case the lepslative assembly wll ermt complete leg~slation to be added to this 
law including new public semces 

It w11 be the responsibihty of the Regulatory Authonty to adrmmster and govern in 



the home of the state the waters of public domain and the hydraulic pros denved from them 
or any other source for the generation of electricity or form of energy which is susceptible 
to being developed as a pubhc semce when such source id developed as such 

These responsibilities of admmstra~on wll be exercised as long as they are not 
assigned by expressed legal disposibon to another institution dedicated to these purposes 

It will be the responsibihty of the Regulatory Authority to set pnces, tariff, fees and 
contribution for the provlsion of the different public semces, havlng fulfilled the procedures 
and processmg of approval by the executive power wth regard to the general pol~cy of 
prices and tariff as indicated in Art~cles 7, 8, 9 and 10 as well as the prevlous public 
consultation of consumers and public in general and premous publication of the new prices, 
tariff, fees and contributions 

The public consultation indicated w11 be an open meeting in which employees of the 
Regulatory Authority w11 recelve in the place considered most convement, those persons 
who desire to express their opimon over the rates m question Th~s meeting wll be 
publicized in a daly of national circulation giwng the pace and the hour For these 
requirements there must be at least four hours on work days when it concern a semce of 
regonal level and 8 hours if it is for a semce for national level 

Pnority wll be gwen to hearing of orgamzed groups of users who are affected by the 
proposed rates and after these the rest of the tune w11 be assped  to those who want to 
speak on the subject, according to a str~ct order of application to intervene 

The Regulatory Authority also wll have the followng powers and limtat~ons 

a) To regulate the publ~c servlces indicated in Art~cle 21 by exercising supemsion of 
the regulated activlty in its economc, finanaal and techmcal aspects as well as the 
conditions of quality, quantity, reliability and continuity of the assets and semces 
to be delivered to the consumers 

b) To audit the accounting and techmcally the business indicated in Art~cle 21, 
22, and 23 to confirm the normal management of factors which affect the cost 
of semce, lncludmg investments made, debt incurred, level of revenue 
received, the costs and expend~tures made or the profit rnargm produced 

In case errors are found, incorrect ~nformation or any other anomaly, the 
necessary adjustments w11 be ordered According to the case, apart from the 



affected company, notification wll be given to the Controller General, to the 
Rector Mimster, or to the Public Mimster 

Without study, approval and prevlous publication by the Regulatory Authonty, 
no price, tariff, fee or contribution can be charged for the public semce 
actimty mentioned in this law 

Any complaint or recourse against the rates set by the Regulatory Authority 
must be resolved wth diligence and promptness Failure or negligence of this 
obligabon wll constitute a serious fault of the responsible employees, as 
promded for in this law 

All conflicts raised by users wll be resolved first by admstrative means wth 
the compames or between them regarding the application of prices, tariffs, 
fees or contribution or for the conditions of the promsion of the semce 
lnvolved 

In no case wll the admmstration of the regulated compames be exercised or 
assumed for the purpose of distracting resources from the regulations of 
public services However, the required supermion and audit will be exercised 
over all installations and equipment dedicated to the public semce, as 
indicated in the prevlous articles 

It (the Regulatory Authority) wll have personnel trained and specialized in 
each of the professions and techmcal areas which are regulated 

In the setting of prices, tariffs, fees, and contributions of the public semces, 
the Regulatory Authority w11 not consider the particular situation of each 
company, but rather a productwe model structure accordmg to the knowledge 
and possibilities of the semce 

CHAPTER V 

GENERAL CONDITIONS FOR PROVISION OF PUBLIC SERVICES AND THEIR 

FINANCES 

Any type of discrimnation in favor or against any group, class, or indimdual 



consumer by the regulated comparues is prohibited 

Equally, it a not perrmtted for regulated compames to d~vert resources, assets, 
revenue, or to incur, wthin the accounting for actimties defined in Articles 21, 22, or 23, 
expenses for actimties unrelated to the public semce which, by concession, they are 
responsible for provldmg 

Artlcle 29 

The Regulatory Authority wll limt and publish rates which specify the conditions of 
quality, quantity, reliability and continuity for each regulated semce 

These rule, as necessary, w11 establish the conditions of energy efficiency and 
advantageous use of the natural resources of the country The compames can request the 
Regulatory Authority to decide for users the quality and efficiency of energy use by the 
public semces promded 

Artlcle 30 

The Regulatory Authority wdl determne the accuracy and reliability of metering 
instruments used by the regulated comparues for the delivery of products and semces to 
consumers The inspection to be carried out in this respect w11 be complete, continuous, 
and throughout the entire country, and wll be done as a matter of routine or upon formal 
complaint of the users 

The regulated compames or institutions w11 establish and maintain information 
systems for finances, economcs, statistics and technical data as ordered by the Regulatory 
Authonty Also they wll submt the reports required by the Regulatory Authority and, in 
tmely fashion, elaborate and publish at least quarterly a general report of the financial 
condition and capacity to satisfy the demand of the users 

The Regulatory Authority w11 have the power to inspect registers, legal accounting 
books, receipts, reports or installations of public semce compames 

The regulated compames and institutions must submt for the knowledge of and 
prevlous approval by the Regulatory Author~ty their programs of investment, expansion and 



indebtedness 

The regulated entities cannot depart from the dictates which authorize or prohibit 
or limt an mvestment, unless resources from other sources are assigned for such execution 
In this case, assets so designated ~111- be considered to determne depreciation nor will 
the respective financsal cost be considered in setting tarlffs 

Artlcle 33 

If the provision of a public semce mention m Artlcle 21 is interrupted, the 
Regulatory Authority can recommend to the Execut~ve Power the intervention of the assets 
necessary to assure the provisional offering of the semce if the situation is not normalized 

Also the same procedure (intervention) w11 be followed if the semce were to be 
deficient for causes totally attributable to those who provlde the semce or in case of 
emergency which makes the action necessary 

CHAPTER VI 

THE BOARD OF DIRECTORS AND TOP ADMINISTRATION 

Artlcle 34 

The Regulatory Authority should have an internal orgamzation composed of 

a) The Board of Directors 
b) The Management 
c) The Internal Auditor function 

These organisms ~111 oversee and be responsible for adopting an internal 
organnation which guarantees the fulfillment of the purposes and objectives of this law 
The Board of Directors as well as admmstrative personnel of confidence who work for the 
RA will be absolutely prohibited from participatmg directly or indirectly in elective political 
actimties other than casting votes or in any other activlty or professional, business, or private 
function which can influence or is not in accordance w t h  their function in the institution 

The Regulatory Authority wll function under the Qrection of a Board of Directors 
made up of seven members 



The appointments wll be by the Council of Government for terms of four years 
Two members d l  be named between May 15 and May 30 of each of the first three years 
of each admmstration and one director in the last year on the same dates Their removal 
only can be effected when there exlsts a senous failure to accomplish the responsibilities 
estabhshed by this or other laws 

In the first session of each year, the Board of Directors wl1 designate from among 
its members a president His reelection w11 be perrmtted 

Also a me-president will be designated who wll substitute for the president in his 
temporary absence In case the absence of the top officer is defimte, the Board wll name 
a substitute for the rest of the period 

The members of the Board of Directors wl1 be seven persons of recopzed and 
proven experience in the regulation or admstration of public services, chosen from a list 
of persons subrmtted to the Executive Power by the follovvlng entities 

1) Federated College of Engineers and ARchitects 
ii) College of Licensed Economc Scientists 
ill) College of Attorneys 
iv) College of Public Accountants 
v) Unlons represented by the Permanent Council of Workers 
vi) The Solidarity Umon in the name of the Associates of that nature, and 
mi) Umon of Chambers (of Commerce) 

Employees or assessors of any Powers of the Republic cannot be named directors nor 
the directors, assessors, or employees of regulated institutions or compames Ne~ther can 
be named ex-employees or ex-assessors previously cited until two years after hamng had such 
relationship 

The directors and employees of the Regulatory Authority should have vast knowledge 
and sufficient experience in the subjects and public serwces and their regulation 

The directors, assessors, managers and employees of the Regulatory Authority cannot 
receive, other than legal compensation, any contribution, a d  or advantage from the 
regulated compames or from the central government 

The same prohibit~ons apply to their relatives up to the second grade of relationship 
to the cited employees 



The Board of D~rectors wll have a group of assessors spec~al~zed In the d~fferent 
subject matters to be regulated whlch w11 gve ass~stance In all matters submtted for 
decision Th~s  assessor group w11 exercise its funchons wth complete Independence and 
stnct professional actlon, attendmg to the ~nstruct~ons and requests of the directors and 
havlng gathered whatever mformation considered pertinent from the Regulatory Authority, 
the regulated compames or any other state source Thelr prmcipal funct~on w11 be to 
question, from the technical polnt of vlew and wth strict adherence to thls law, all reports 
and matters submtted to the opinlon and deasion of the Board of Directors 

The members of the Board should be of recopzed honor, Costa R~can by birth or 
natural~zation wth no less than ten years res~dency sn the country, of majority age (not 
mnors) and, m each case, members of the correspondmg professional colleges 

These w11 cease to be members of the Board of D~rectors 

a) He who does not fulfill any of the requirements or dut~es established m th~s  
law or finds h~mself w~thm the ~ncompatibdlties and prohibitions indicated 

b) He who is absent from the country for more than one month wthout 
authorization of the Board 

c) He who msses three consecutive meetmgs without justifiable cause 

d) He who infringes on any of the provlslons of the laws, decrees, or rules 
appl~cable to the Regulatory Authority or who proposes to break the law 

e) He who has been unable to perform hls dut~es for more than SIX months due 
to phys~cal or mental lncapaclty 

f) He who renounces hls posltlon 

g) He who has been condemned for any crime 

In case of any of these circumstances affectmg a director, the Council of Government 
w11 appoint a substitute as soon as posslble for the rest of the term 

The separation of the members from the Board of D~rectors wll not free them from 
any responsibility they may have legally incurred 



The members wll adopt agreements for the compensation and number of meetings 
established by the law which regulates these matters in other decentralized entities This 
wll be the only remuneration they can receive for their semces and the exercise of their 
respons~bility 

Article 42 

To assume their positions, members of the Board of Directors must post bonds of 
one nullion Colones which can be bonds of the State, fidelity policies from the National 
Insurance Institute, bank certificates, or real guarantees The amount of the policy wll be 
rewewed by the Council of Government every five years, increasing or decreasing it in 
agreement wth the variation in the index of consumer prices for said period 

The Board of Directors wll meet ordinarily once per week in the place, day and hour 
they deterrmne at the begmng of each annual period of appointment and extraordinarily 
(called meeting) each time convened by the president or by more than half the members 
The extraordinary meetings wll be called in mting with at least 24 hours notice indicating 
the place and hour of the meeting and only those matters may be considered which are 
included in the meetmg notice 

The Board of Directors can receive m its meetings, wth prewous agreement, 
directors or employees of regulated compames or institutions or of the Executive Power 
while a variation of tariffs, prices, or fees is in process, or a rule for a regulated semce, or 
while a recourse (reconsiderat~on) of one of its decisions is being resolved However, these 
persons w11 not be permtted to attend the meetings in which resolutions are voted upon 

No director or manager of the Regulatory Authonty can attend as an inntee at 
meetings of the boards of directors of the institutions referred to in Articles 21-24 while 
processing those matters noted in the paragraph above 

The quorum for a valld meetlng wll be four members Agreements w11 requlre a 
majonty vote of those present, except those cases wh~ch by law requlre a qualtfied majonty 
In case of a t ~ e  vote, the pres~dent, or whoever is his legal subst~tute, w11 resolve it w th  a 
double vote No member present can excuse h~mself from a vote and can requlre in any 
matter that the reason for his vote be recorded Such reasons must be included in the 
transcriptions or publications of the decision 



Five votes at least wll be required to valldate the followng decisions 

a) Study and approval of proposed social, economc and envlronmental policy of 
tanffs as indicated m Articles 7, 8, and 9 of this law 

b) Resolution of petitions for tariffs, prices, fees, or contributions by regulated 
compames 

c) Granting or amphfymg concessions to publsc semce compames regulated by 
the Regulatory Authority 

d) Appointment and removal of the manager or auditors, internal or external 

e) Approval of the budget of the Regulatory Authority and of operations or acts 
which affect more than 5% of the total budget 

The members of the Board of Directors should abstam from gimng opimons or 
participatmg in the decision of any matter m which they can have an interest, direct or 
indirect, and cannot be present in the meeting in whlch a matter w11 be discussed in which 
they have a dlrect or indirect interest, in accordance wth this law To not observe this rule 
m this article w11 be cause for removal of the member from the Board or from employment 

Responsibilities and powers of the Board of Directors are 

a) To study and propose the social, economc, and envlronmental policies of 
tariffs, pnces, and fees of the public semces regulated by the Regulatory 
Authority 

b) To define the policies and the programs of the Regulatory Authority in 
accordance wth the principals and objectives of this law, wth the National 
Development Plan and the directives legally emtted by the Executive Power 

c) To set the tariffs, pnces, fees and contributions of the public serwces under 
jurisdiction of the Regulatory Authority and to resolve, by admmstrative 
means, the recourse interposed against them 

d) To approve and modify the rules of semce of each of these actimties 



To approve the budget of the Regulatory Authonty, its modifications and any 
operation which affects more than five percent of the total 

To approve the pubhcation of decisions and to resolve public litigations 
concemng the Regulatory Authority 

To approve purchases and contracts of works and semces in the followmg 
manner directly up to an amount no greater than one percent of their 
budget, for pnvate biddmg up to a sum that does no exceed five percent and 
all others by pubhc bidding 

To present to the Executive Power those projects of law or executive decrees 
deemed necessary and convement to improve the regulation of public semces 
and for the protection and defense of consumers 

The Legislative Assembly and the Executive Power should consult the Board 
of Directors on any imtiative that would affect the atmosphere of its functions 

To examne and approve the Financial Status of the Regulatory Authonty and 
the expanding of its budget 

To approve the reports which the Regulatory Authority must emt  and publish 
at least sermannually of the situation and performance of regulated 
compames 

To name and remove the Manager, the Internal Auditor in accordance wth 
this law as well as the external auditors 

To set the salaries of the Manger, the Auditor and the specialized assessor 
group of the Board of Directors 

To be knowledgeable in detail of the appeals presented for resolution by the 
Manger and by the Internal Auditor The employees involved cannot be 
present in the meetings where such appeals are discussed and resolved, but 
they can present their arguments m mting wlthout prejudice 

To name the members and establish the function of the specialized assessor 
group of the Board and to receive their reports and opimons 

To present on the last day of Apnl, at the latest, of each year of the 
Legislative Assembly a report of the work and activities realized dunng the 
prewous year This report wdl include those who render decisions of the 
Authonty The President of the Legislative Assembly wll inform the 
legslators of the existence and receipt of the report 



p) All other responsibilities and powers conferred m accordance wth all laws, 
executme decrees or semce rules of each activlty indicated 

CHAPTER VII 

THE MANAGER 

The manager of the Board of Directors wll have under his responsibility the judicial 
and extra-judicial representation of the institution and wll be named and removed by the 
Board in conformance with laws He wll respond to the Board for the faithful 
accomplishment of the agreements and orders dictated by said orgamsm and w11 be an 
employee wth exclusive dedicabon to the institution He wll attend the sessions of the 
Board wth voice but wthout vote 

The followng (persons) can not be Manager of the RA 

a) He who is affected by any one of the prohibitions or limtations that this law 
imposes 

b) He who does not have the experience or capacity in the admmstration and 
regulation of pubhc semces that this law requires 

c) He who cannot dedicate himself exclusively to the functions of the RA 

d) He who has or has had direct or indirect connections wth the regulated 
compames or wth the Supreme Powers m the five years prior to his 
appointment, according to that which is established by this law 

e) The directors of the Board 

The responsibilities and functions of the Manager 

a) To program the activities and functions necessary to reach the objectives of 
the RA, performng the general, social, economc and environment policies 
of the tanffs, pnces and fees of the public semces and submtting them to the 
knowledge of the Board of Directors 



b) To propose to the Board of Directors for the~r study and approval the 
admmstrative orgamzation of the RA as necessary for the best 
accornphshment of the objective, respons~bilities and functions that th~s  law 
establ~shes 

c) To present to the Board of D~rectors for their approval the ord~nary and 
extraordinary budgets of the RA Once approved, he must turn them In to the 
Comptroller General of the Republ~c 

d) To present to the Board of Directors the petitions for tanffs, prices, fees and 
contributions together wth the techmcal reports and oplnlons of the assessor 
group regarding the petitions and reports 

e) To present to the Board of D~rectors the project of rules for each regulated 
public semce wth the corresponding opimons and recommendat~ons 

f) To dillgently coordmate the actiwtles of the Regulatory Authonty wth all 
other employees and agencies of the State, centralized and 
decentrahzed, and to period~cally inform the Board of Dlrectors of the results 
of such interaction 

g) To send for publicat~on in the Offic~al Daily or ln the press the agreements, 
resolut~ons and rules approved by the Board of Directors 

h) To present to the Board of Dlrectors the projects of rules necessary for the 
execution of this law and for the efficient admmstration and funct~omng of 
the Regulatory Authonty 

1) To approve the purchase of goods and servlces ~n conformance wth the 
budget approved by the Board of Directors, the Comptroller General of the 
Republ~c and appl~cable laws 

J )  To exercise the necessary controls over the employees and functionaries of the 
Regulatory Authonty, in conformance wth the labor laws of the country and 
the Autonomous Rules of Semce, wth the prede temed exceptlons in th~s  
same law and those of the Board of Directors 

k) To present to the Board of Dlrectors the annual report and periodlc financial 
status of the Regulatory Authonty wth  hls oplmons and recommendations, 
along wth the relatlve analyses of the general performance which, In h ~ s  
judgement, are useful to propose for the good operation of the ~nstitution 

1) To give or revoke the general and specla1 powers as needed 



m) To respond to the Board of Directors for the normal and efficient functiomng 
and admmstration of the Regulatory Authority for which he w11 have at h ~ s  
hsposal the necessary adrmmstrative and techmal personnel in the different 
departments of the institution 

n) To exercise other functions, responsibilities, and obligations imposed by this 
or other laws, agreements of the Board of Directors, rules or executive 
decrees 

CHAPTER VIII 

THE INTERNAL AUDIT 

The Internal Audit of the Regulatory Authority wll be the responsibility of an 
auditor wth the degree of authonzed publ~c accountant and wth sufficient professional 
experience in institutional auditing, who wll have in hs responsibility the permanent 
functions of vlgilance (oversight) and fiscallzation of the assets and operations of the 
institution, and he must inform the Board of Directors of any unauthorned use of resources, 
failure to accomplish the objectives, functions and responsibilities For this, he should effect 
accounting, financial and operational remews that are considered convement He wll report 
to the Board of Directors and w11 be named by that orgamsm by vote of five of its 
members 

The internal auditor w11 be unremovable except, in the judgement of the Board of 
Directors and wth prevlous information communicated to the Comptroller General of the 
Repubhc, lt is demonstrated that he does not complete the required functions and 
responsibilities inherent to h s  job The removal of the internal auditor can be done only 
wth the same number of votes necessary for his appomtment 

0 
Art~cle 53 

The following (persons) cannot be the Internal Auditor 

a) He who has any legal impediment, or is or becomes a relative of any member 



of the Board of Dlrectors or of any employee of the RA through the third 
grade of relationship or affmty 

b) He who is or has been, in the two years prior to the date of his appointment, 
a director, assessor, or employee of the regulated compames or of the 
Supreme Powers 

Article 54 

Responsibilities and functions of the Internal Audit 

To present at the begimng of hls functions and at the begimng of each year 
a complete program of work of the tasks to be accomplished in regard to the 
accounting, financial and operational verifications 

To present annually to the Board of Directors a report of the financial and 
budget status of the Regulatory Authonty, about the operational performance 
of the different umts of work and about the achievement of the objectives and 
functions of the institution Also he should present monthly, or when 
circumstances ment, reports of the results of his investigations and of the 
complebon of the work plan He should commumcate immediately to the 
President and to the Board of Directors the irregularities, infractions and 
deficiencies that he observes 

To produce wth all diligence the information solicited by the Board of 
Directors 

To certify invoices and bills for credits in favor of the RA which for legal 
effects are given the character of executive title 

To attend the sessions of the Board of Dlrectors wth voice, but wthout vote 

To exercise other functions indicated by law, the rules and arguments of the 
Board of Directors 

- -- - ~ - ~ ~- 

CHAPTER IX 

PETITIONS FOR TARIFFS AND PRICES 



Artlcle 55 

The Board of Directors of the Regulatory Authonty wll ermt a general rule which 
wll contain the defimtions, requirements, conditions and time frames to which wll be 
subject all applications for tariffs, prices, fees and contnbutlons that the regulated compames 
and institutions should present 

Artlcle 56 

The regulations over petitions for tariffs, prices, fees and contnbutlons for the 
different public semces should be adjusted to the social, econormc and envlronmental pollcy 
which, at the imtiation of each Government, the Regulatory Authority wll submt to the 
knowledge and approval of the Executive Power The petitions made by compames wth 
concessions must adjust to these policies 

Artlcle 57 

the public semce compames referred to in thls law may present applications for 
change of tanffs, pnces, fees and contnbutlons whenever they consider it convement The 
RA is obligated to receive and process them when they meet all formal requirements 
established by rules It (the Regulatory Authority) cannot introduce changes of concept, 
process, or other condtions, wthout the prior knowledge of the compames and of the 
general public, modifymg the corresponding general rule 

The Regulatory Authority, in agreement with ~ t s  powers, can rnodlfy to the benefit 
of the consumers, wth requlred techmcal justification, any presentation of the compames 

Article 58 

The publlc semce compames must always respect the principle of semce at cost in 
such manner that their operabon revenues from tariffs, prices fees and contnbutlons set by 
the Regulatory Authonty cover all their costs, expenses of operations and a margm or 
reasonable excess on invested capltal that should be adequate for the cost of capital in the 
financial market In no manner d l  it be acceptable as concepts to cover by tanffs, prices, 
fees or contributions set by the Regulatory Authority the costs, expenses, investments and 
debts unrelated to the respective public servlce or that have been judged by said institution 
as excessive or unwarranted The investments should be generated by the recuperation of 
depreciation, from the margin on thelr own capital, from credits that can be tended to by 
cash flow or from unredeemable assessments (of capital) 

Artlcle 59 

Every petition for tariffs, pnces, fees or contributions of the public semce compames 
presented before the Regulatory Authority must be obligatorily justified by the apphcant and 



have the formal approval of their Board of Directors, and also must contain formal 
declaration that the conditions imposed by the Regulatory Authority have been fulfilled as 
previously set or (set) in interventions in the exercise of the powers prior to the application 
to change prices Once the applcation is presented, the Board of Directors may receive in 
public audience, upon request of the applicant, a representative of the company which asks 
for the rension of tariffs 

the pebtions obligatorily must be resolved in a period of 30 natural (calendar) days, 
if this period transpires and there is no pronouncement from the Board of Directors, the 
application is considered rejected 

The applicant may interpose recourse of reconsideration before the Board of 
Directors wthin five days after the decision is comrnunlcated or after the period has elapsed 
(and) it is rejected This recourse must be resolved in a period of eight natural (calendar) 
days 

CHAPTER X 

SANCTIONS 

The Board of Directors of the Regulatory Authority wll sanction admmstratively 
wth a fine of 500,000 Colones whoever provldes any public semce and who incurs any of 
the followng faults 

a) When they charge prices higher than those indicated by the Authority 

b) When orders or preventions of this law are not followed or those emtted by 
the Regulatory Authority 

c) When false or altered information is utilized to request revlsion of prices, 
tariffs or contributions 

The amount of the fine mll be renewed each year by the Board of Directors to 
adjust ~t ~n accordance wth the vanations of the Index of pnces to the consumer of rmddle 
and low Income as md~cated by the Directorate of Stat~stics and Census of the M~mstry of 
Nat~onal Plamng and Econormc Pol~cy 

The sanctions w11 apply wthout prejudice of any other responsibility that mght be 



chargeable The fines that are imposed wll favor (go to) the preventative programs of the 
Institute for Alcoholism and Drug Dependency 

Art~cle 62 

The fines in no way can be considered costs or operations 

Artlcle 63 

CHAPTER XI 

ATENTION TO THE USER 

There w11 be established wthin the Regulatory Authority a Department of Attention 
to the User (Department of Consumer Affairs) whose responsibility w11 be to receive and 
investigate admmstratively any denouncement (complamt) presented by consumers about 
the provision of the public semces referee to in this law, (or by) the development 
associations or whatever orgamzed group of the commuruties 

The compames noted in this law and the pubhc institutions are obligated to all 
necessary collaboration in order that this department efficiently completes its functions 

Artlcle 64 

The department wll be under the control of a director named by the Board of 
Directors for annual periods wth the possibility of reelection 

The department wll conduct the necessary investigations that are motivated by each 
complain presented in writing before its office In case any of these complaints are wth 
foundation, it wll have the obligation to comrnumcate it immediately, wth the reasons and 
proofs documented, to the Board of Directors in order that they take measures in the case 
If from the cornplam made there are penal responsibilities Inferred for any of those 
involved, the director of the department should inform the Mimstry of the Public 

Once each year, the dlrector should present to the Board of Directors a detalled 
report of the functiomng of the department, indicating all investigations reallzed and their 
results 

Once a complaint is received, the department should act without delay to clarify it 



for which it wll have the proper personnel necessary for its functions 

In the act of receivlng a complaint, the director wll cornrnwcate it to the Manager 
which wll signal a period which can not be less than 30 days or more than 120, in which it 
should complete its inquiry If it turns out to be unfounded, the dlrector wll notify the 
Manager of the Board (and), otherwse it wll be subject to the provisions of the preceding 
article 

CHAPTER XI1 

FINANCING 

The Regulatory Authority wll have its own financing which wll consists of an annual 
charge, payable quarterly in advance, on the costs of the regulated tariffs and prices The 
cornpames prowding public semces indicated in Articles 21-24 should deposit it opportunely 
in the account to be maintained for that purpose by the institution Non-payment on time 
of the assessment or regulation wll occasion the cumulative payment of delayed interest by 
law 

The cost of regulation which should be covered by each company w11 be defined 
annually (and) proportionally by the Controller General of the Republic divlding the total 
of budgeted annual costs of the Regulatory Authority, lowering or rasing by the credits or 
deficits from the prevlous year, among the budget for ordinary revenue of each public 
semce company from regulated tariffs, pnces and contributions of the followng year 

The general patrimony of the Regulatory Authority cannot be embargoed and in no 
manner can it be transferred or used by the Central Government or its institutions 

0 

CHAPTER XI11 

GENERAL DISPOSITION 

The Regulatory Authonty mil assume all assets and liabilities of the Semcio 
Nacional de Electmcidad (SNE) 



Also all obligations assigned by other laws to SNE and which do not oppose this law 
wll be assumed by the Regulatory Authority 

Artlcle 68 

The Regulatory Authority, as the admmstrative entity of pubhc utilities and 
institution of the State, w11 be exempt from all types of taxes and national or mumcipal 
contributions This exemption does not include payment for public servrces the institution 
uses 

Artlcle 69 

The Executive Power w11 implement this law in the un-prolongable penod of three 
months 

Artlcle 70 

In effect as of its publication 

TRANSITIONAL DISPOSITIONS 

The creation of the Regulatory Authority does not imply variations in the concessions 
granted prior to the enactment of this law by SNE to public or pnvate entities 
Nevertheless, the Regulatory Authority will revlew the granted concessions and order the 
renewal or expiration of those which are not fulfilling the ends for which they were 
conceded and of those which do not fulfill the objectives of this law 

The employees and functionaires of SNE wll form part of the personnel of the 
Regulatory Authority Only those wll be released who perform functions the new institution 
does not have wthm its junsdicbon 

Upon the effectiveness of this law, the members of the actual Board of Directors of 
SNE wll cease in their positions and wll be substituted by the new Board of Directors of 
the Regulatory Authority 



The first appointment of the seven directors of the Regulatory Authority wll be 
accomplished by the Council of Government in one single act, however, the appointments 
should be subject to that predetemned in Artrcle 35 of this law in such form that the 
followng admnlstration can name the directors as established by the indicated numbered 
section Toward this effect, the Council of Government d l  draw lots for the terms of each 
designation and w11 so indicate upon narmng the directors 

Transition V 

During the first five years of the functio~ung of the Regulatory Authority, the 
prerequisite of experience indicated for the members of the Board of Directors in Article 
36 wl1 not be required 

Assembly, etc 

C Mrguel Angel Rodriguez Echeverrla, Dlputado 

Note This project (bill) passed to the study and report of the Permanent Comrmssion of 
Social Affairs 
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